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Release No. 5699/April 23, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12371/April 23, 1976 


NOTICE OF ADOPTION OF AN AMENDMENT TO RULE 
14a-9 UNDER THE SECURITIES EXCHANGE ACT OF 1934 
AND WITHDRAWAL OF THE OTHER PROPOSALS 
CONTAINED IN RELEASE NO. 33-5581, STATEMENT BY 
THE COMMISSION ON DISCLOSURE OF PROJECTIONS 
OF FUTURE ECONOMIC PERFORMANCE AND NOTICE OF 
PUBLICATION FOR COMMENT OF PROPOSED GUIDES 
62 AND 4, “DISCLOURE OF PROJECTIONS OF FUTURE 
ECONOMIC PERFORMANCE” OF THE GUIDES FOR THE 
PREPARATION AND FILING OF REGISTRATION 
STATEMENTS UNDER THE SECURITIES ACT OF 1933 
AND OF THE GUIDES FOR THE PREPARATION AND 
FILING OF REPORTS AND PROXY AND REGISTRATION 
STATEMENTS UNDER THE SECURITIES EXCHANGE ACT 
OF 1934, RESPECTIVELY (File No. S7-628) 


(Comment Period Expires June 18, 1976) 


The Commission today announced that it has adopted an 
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amendment to the note to Rule 14a-9 under the Securities 
Exchange Act of 1934 to delete the reference to “earnings”, 
and has withdrawn the various other rule and form proposals 
relating to projections of future economic performance and 
to changes in control of a registrant that were published in 
Release No. 33-5581 (April 28, 1975) 40 F.R. 20316 (May 
9,1975). The Commission also expressed its general views 
on the inclusion of projections in Commission filings and 
authorized the publication for public comment of proposed 
Guides 62 and 4, “Disclosure of Projections of Future 
Economic Performance” of the Guides for the Preparation 
and Filing of Registration Statements under the Securities 
Act of 1933 and of the Guides for the Preparation and Filing 
of Reports and Proxy and Registration Statements under the 
Securities Exchange Act of 1934, respectively. The pro- 
posed guides are not rules of the Commission nor are they 
published as bearing the Commission's official approval: 
they represent policies and practices followed by the Com- 
mission’s Division of Corporation Finance in administering 
the disclosure requirements of the federal securities laws. In 
order to permit registrants to include projections in filings 
prior to publication of the guides in final form, the Division 
intends to apply the substance of the proposed guides in 
reviewing filings which include projections. 


GENERAL BACKGROUND 


On April 25, 1975 the Commission published a series of rule 
and form proposals relating to projections of future 
economic performance and to changes in control of a 
registrant (Release No. 33-5581). The projection proposals 
would have established an elaborate disclosure system for 
companies choosing to make public projections and was in- 
tended to implement the Commission's February 2, 1973 
general statement on projections (Release No. 33-5362). 
Included in these proposals was an amendment to Rule 
14a-9 to delete the reference to predictions of “earnings” as 
possibly misleading in certain situations. The change in con- 
trol proposals would have provided for more timely reporting 
by requiring Form 8-K to be filed within 10 days of the 
change. Approximately 420 letters of comment were re- 
ceived on these proposals. These letters are available to the 
public in SEC Docket File No. $7-561. 


ADOPTION OF AMENDMENT TO RULE 14a-9 AND 
WITHDRAWAL OF OTHER PROPOSALS 


Due to the important legal, disclosure policy and technical 
issues raised by the commentators with respect to the pro- 
jection proposals, and the lack of public input on the change 
in control proposals,' the Commission has determined that 
all of these proposals should be withdrawn, except for the 
amendment to Rule 14a-9 which is adopted as proposed. 
However, the Commission is also of the view that the ques- 
tion of inclusion of projections in Commission filings is an 
important one which should be addressed at this time. The 
extensive public record in this matter, supplemented by 
staff's experience in processing filings that have included 
projections, even though limited, provides adequate bases 
for the publication for public comment of a new approach to 
this question 


GENERAL VIEWS OF COMMISSION 





' The staff intends to submit comparable change in control 
proposals to the Commission for reconsideration in the near 
future. 





The existence, at least until February of 1973,2 of the Com- 
mission’s long standing policy generally not to permit pro- 
jections in Commission filings may have served as an im- 
pediment to the disclosure of projections to investors.? Since 
investors appear to want management's assessment of a 
company’s future performance, and since some 
managements may wish to furnish their projections through 
Commission filings, the Commission will not object to dis- 
closure in filings with the Commission of projections which 
are made in good faith and have a reasonable basis, provid- 
ed that they are presented in an appropriate format and ac- 
companied by information adequate for investors to make 
their own judgements. In light of this change of policy, the 
Commission has adopted the amendment to Rule 14a-9 to 
delete the reference to predictions of ‘earnings’ as possibly 
misleading in certain situations. In this regard, although it 
has withdrawn the proposed safe harbor rules for projec- 
tions, the Commission is of the view that reasonably based 
and adequately presented projections should not subject 
issuers to liability under the federal securities laws, even if 
the projections prove to be in error. The Commission realizes 
that even the most carefully prepared and throughly 
documented projections may prove inaccurate. 


It should be noted, however, that the Commission is neither 
encouraging or discouraging the making and filing of projec- 
tions because of the diversity of views on the importance 
and reliability of projections. This issue, along with the ques- 
tion of the need for a safe-harbor rule for projections, may be 
among those appropriately considered by the Advisory Com- 
mittee on Corporate Disclosure. In the interim, however, the 
Commission believes that it should not stand in the way of 
companies choosing to project in filings, subject to the 
general disclosure guidelines contained in the Division 
guides discussed below. 


In weighing the advantages and disadvantages of disclosing 
projections and in determining the period and format of pro- 
jections, management should not be guided solely by its 
ability to forecast a single net income figure. Investors may 
be provided with useful information by the presentation of 
ranges or alternative estimates based on various assump- 
tions about future events. In addition, an important benefit 
from such disclosures may arise from the systematic 
analysis of variances between projected and actual results 





2 See the Commission's general policy statement in Release 
No. 33-5362 (Feb. 2, 1973). See also SEC Docket File No. 4- 
616 for record of public hearings In the Matter of Estimates, 
Forecasts or Projections of Economic Performance. 


3 Although the Commission has never required projections in 
filings, it has recognized that the primary interests of in- 
vestors are future oriented. Thus, for example, the Commis- 
sion has for many years required disclosure of order 
backlogs and commitments. More recently, the Commission 
adopted Accounting Series Release No. 159 (August 14, 
1974) which requires management to discuss in its analysis 
of the summary of earnings any facts which ” ... may make 
historical operations or earnings .. . not indicative of current 
or future operations or earnings.” In addition, Accounting 
Series Release No. 190 (March 23, 1976) requires dis- 
closure of replacement cost data by certain registrants in 
order to provide more complete information about the 
current economics of the business operation and to thereby 
assist investors in reaching judgments about the future. 
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on a continuing basis, since such disclosure may highlight 
for investors the most significant risk and profit sensitive 
areas in a business operation. 


The Commission also takes this opportunity to express its 
general views on two other matters related to the disclosure 
of projections. First, the Commission has long been concern- 
ed about the problem of selective disclosure of material non- 
public information concerning issuers of publicly-held 
securities. Although the proposed Division guide does not 
specifically address this problem, management's assess- 
ment of a company’s future performance frequently may be 
material to investors. Accordingly, the Commission wishes 
to remind issuers of their responsibilities under the federal 
securities laws in connection with the dissemination of such 
information. Second, the Commission wishes to remind 
issuers of their responsibility to make full and prompt dis- 
closure of material facts, both favorable and unfavorable, 
regarding their financial condition,* and that this respon- 
sibility may extend to situations where management knows 
its previously disclosed assessments no longer have a 
reasonable basis. 


PROPOSED DIVISION GUIDE® 


An essentially identical Division guide is proposed under 
both the 1933 and 1934 Acts. The guide sets forth the 
views of the Division of Corporation Finance on the dis- 
closure of projections in Commission filings. In general, this 
includes the Division's views on three important con- 
siderations related to the preparation and disclosure of pro- 
jections: (1) that management have a reasonable basis for 
its projections; (2) that the projections be presented in an 
appropriate format; and (3) that the accompanying dis- 
closures facilitate investor understanding of the basis for and 
limitations of projections. The Commission and the Division 
are of the view that the flexibility of a general disclosure 
guide will encourage a certain degree of experimentation in 
the disclosure of projections and potentially, the modifica- 
tion and adaption of the disclosures to fit the particular cir- 
cumstances of a registrant or an industry. 


OPERATION OF THE PROPOSED GUIDES 


The Division is mindful of the cost to registrants and others 
of its proposals and recognizes its responsibilities to weigh 
with care the costs and benefits which result from its prac- 
tices. Accordingly, the Division specifically invites comments 
on the cost to registrants of complying with the proposed 
guides. In light of Section 23(a)(2) of the 1934 Act, the 
Division has considered the impact of these proposals on 
competition and is not aware, at this time, of any burden 
that such guides would impose on competition. However, 
the Division specifically invites comments as to the com- 
petitive impact of these proposals. 


It should be noted that although the guides are published for 
comment in this release, the Division intends to follow the 
guidelines while these proposals are pending. 





“ See Release No. 33-5092 (Oct. 15,1970). The Commis- 
sion notes that certain registrants may have difficulty ob- 
taining wide public dissemination of their management's 
assessments. Subject to the general disclosure guidelines in 
the proposed guides, such registrants might consider a filing 
pursuant to Item 13 of Form 8-K as a supplement to other 
means of disclosure. 
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OPERATION OF THE AMENDMENT TO RULE 14a-9 


The Commission has considered the impact of the amend- 
ment to Rule 14a-9 on competition and has concluded that 
such amendment will not impose a burden on competition. 
The amendment to Rule 14a-9 shall be effective upon 
publication in the Federal Register. 


ees. ee 


The Commission hereby amends Rule 14a-9 pursuant to 
Sections 14 and 23(a) of the Securities Exchange Act of 
1934. The Commission also authorizes the publication for 
comment of proposed Guides 62 and 4. All interested per- 
sons are invited to submit their views or comments on the 
guides to George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549, on or 
before June 18, 1976. Such communications should refer to 
File No. S7-628 and will be available for public inspection. 
The text of the proposed guides and the adopted amend- 
ment to Rule 14a-9 is attached hereto. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





5 In light of the fact that tax shelter investments involve 
different considerations, the Division’s guides do not apply 
to filings covering such securities. 


Proposed Guide 62, “Disclosure of Projections of Future 
Economic Performance 


Preliminary Note 


This guide sets forth the views of the Division of Corporation 
Finance on the disclosure of projections of future economic 
performance in registration statements filed under the 
Securities Act of 1933. The Division has outlined its general 
views on three important considerations related to the 
preparation and disclosure of projections: (1) that manage- 
ment have a reasonable basis for its projections: (2) that the 
projections be presented in an appropriate format; and (3) 
that the accompanying disclosures facilitate investor un- 
derstanding of the basis for and limitations of projections. 


(a) Basis for Projections 


The Division believes that management should have the op- 
tion to present in Commission filings its good faith assess- 
ment of a company’s future performance. Management 
must, however, have a reasonable basis for such an assess- 
ment. A history of operations or experience in projecting 
may be among the factors providing a basis for 
management's assessment. Moreover, additional support 
may be furnished through an outside review of 
management's projections. If management decides to in- 
clude a report of such a review, there should also be dis- 
closure of the qualifications of the reviewer, the extent of the 
review, and the relationship between the reviewer and the 
registrant. Moreover, such a reviewer would be deemed an 
expert and an appropriate consent must be filed with the 
registration statement. 


(b) Format for Projections 
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In determining the appropriate format for projections includ- 
ed in Commission filings, consideration must be given to, 
among other things, the financial items to be projected, the 
period to be covered, and the manner of presentation to be 
used. Traditionally, projections have been given for three 
financial items generally considered to be of primary impor- 
tance to investors: revenues, net income and earnings per 
share. These three items usually are presented together in 
order to avoid any misleading inferences that may arise 
when the individual items reflect contradictory trends. There 
may be instances, however, when it is appropriate to present 
earnings from continuing operations, or income before ex- 
traordinary items in addition to or in lieu of net income. It 
would normally not be appropriate to present sales or 
revenues without one of the foregoing measures of income. 


The period that may appropriately be covered by a projection 
depends to a large extent on the particular circumstances of 
the company involved. For certain companies in certain in- 
dustries, a projection covering a two or three year period 
may be entirely reasonable. Other companies may not have 
a reasonable basis for projections beyond the current year. 
Accordingly, management must select the period most ap- 
propriate in the circumstances. In addition, management 
must disclose what in its opinion is the most probable 
specific amount or the most reasonable range for each finan- 
cial item projected. Ranges should not, however, be so wide 
as to make the disclosures meaningless. Moreover, several 
projections based on varying assumptions may be judged by 
management to be more meaningful than a single number or 
range and would be permitted. 


(c) Investor Understanding 


When management chooses to include its projections in a 
Commission filing, the disclosures accompanying the projec- 
tions should facilitate investor understanding of the basis for 
and limitations of projections. In this regard, the Division 
believes that investor understanding would be enhanced by 
disclosure of the assumptions which in management's opi- 
nion are most significant to the projections or are the key 
factors upon which the financial résults of the enterprise de- 
pend. Moreover, investors should be cautioned against at- 
tributing undue certainty to management's assessment and 
should be informed of management's intentions with respect 
to furnishing updated projections. Management should also 
consider whether disclosure of the accuracy of its previous 
projections would provide investors with important insights 
into the limitations of projections. In this regard, considera- 
tion should be given to presenting the projections in a format 
that will facilitate subsequent analysis of the reasons for 
differences between actual and forecast results. An impor- 
tant benefit may arise from the systematic analysis of 
variances between projected and actual results on a con- 
tinuing basis, since such disclosure may highlight for in- 
vestors the most significant risk and profit-sensitive areas in 
a business operation. 


Proposed Guide 4, “Disclosure of Projections 
of Future Economic Performance” 


[The proposed guide under the 1934 Act would be 
identical except (1) the first sentence would refer to 
“registration statements, reports and proxy 


statements filed under the Securities Exchange Act of 
1934” and (2) the last sentence of the second 
paragraph in section (b) concerning the filing of a con- 
sent by the reviewer-expert would be omitted.] 
Amendment to Rule 14a-9 (Deletion marked) 

(a) (No change) 
(b) (No change) 

NOTE: The following are some examples of what, 
depending upon particular facts and circumstances, 


may be misleading within the meaning of this section. 


(a) Predictions as to specific future market values, 
earnings or dividends. 


(b) (No change) 
(c) (No change) 


(d) (No change) 





SECURITIES ACT OF 1933 
Release No. 5700/April 28, 1976 


File No. S7-598 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12386/April 28, 1976 


FREEDOM OF INFORMATION ACT 
Release No. 45/April 28, 1976 


CONFIDENTIAL TREATMENT OF INFORMATION FILED 
WITH THE COMMISSION AND WITH ANY EXCHANGE 


The Commission today announced the adoption of new Rule 
24b-2 under Section 24 of the Securities Exchange Act of 
1934 (17 CFR 240.24b-2) relating to confidential treatment 
of certain information filed with the Commission. Section 24 
of the Securities Exchange Act of 1934, 15 U.S.C. Section 
78x. was amended by Section 19 of Public Law No. 94-29 
(the Securities Acts Amendments of 1975).' 


Previously, Section 24 had prohibited, in subsection (a), the 
disclosure of trade secrets and processes, and had autho- 
rized in subsection (b), the nondisclosure of any other type of 
information filed with the Commission pursuant to the 
Securities Exchange Act unless the Commission found dis- 
closure to be in the public interest. See American Sumatra 
Tobacco Corp. v. SEC 1033, affirmed, American Sumatra 
Tobacco Corp. v. Securities and Exchange Commission, 110 
F. 2d 117 (C.A.D.C. 1940). A determination under former 
Section 24 that disclosure of information was not in the 
public interest could have been made in some circumstances 





' Public Law No. 94-29 was signed by the President on June 
4, 1975 at which time, as provided by Section 31(a) thereof, 
Section 19 became effective. 
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when the information would not otherwise come within the 
exemptions from disclosure under the Freedom of Informa- 
tion Act (“FOIA”), 5 U.S.C. 552. 


Section 24 now defines, in subsection (a), the term 
“records” to include “‘all applications, statements, reports, 
contracts, correspondence, notices, and other documents 
filed with or otherwise obtained by the Commission pursuant 
to this title or otherwise.” Subsection (b) of the amended 
Section prohibits disclosure of any records in contravention 
of the rules and regulations of the Commission under the 
FOIA or in circumstances where the Commission has deter- 
mined, pursuant to such rules, to afford confidential treat- 
ment for information contained in such records. 


The amendment to Section 24 removed the statutory basis 
for Rule 24b-2 and the Commission rescinded it in 
Securities Exchange Act Release No. 11774. 


The rescinded Rule 24b-2 (17 CFR 240.24b-2), 
promulgated under Section 24, established a procedure 
whereby persons filing documents with the Commission 
pursuant to the Securities Exchange Act could request con- 
fidential treatment for information contained therein. Pur- 
suant to subsection (c) of the rescinded Rule, and the former 
provisions of Section 24, until the Commission had made a 
determination regarding such a request, the information in 
question could not be disclosed by the staff. Under subsec- 
tion (e) of the rescinded Rule, a person requesting confiden- 
tial treatment could also request a hearing thereon. Subsec- 
tion (h) provided that if the Commission determined that dis- 
closure of materials filed by the issuer of a _ security 
registered on any exchange was in the public interest, the 
issuer could withdraw such materials by withdrawing the 
registration of each security to which the material filed 
related. 


Under new Rule 24b-2, information will be entitled to con- 
fidential treatment only if it is required to be filed and con- 
sidered nonpublic under the Commission’s FOIA rules (17 
CFR 200.80). This determination would be made at the time 
an application for confidential treatment is filed pursuant to 
proposed Rule 24b-2, but would be reconsidered whenever 
appropriate, such as when a request for the information is 
filed under the FOIA. Persons who have applied for and 
received confidential treatment for information pursuant to 
the proposed rule will be contacted by the staff whenever 
additional information is required in order to determine 
whether continued confidential treatment is warranted. If it 
is determined that a continuation of confidential treatment is 
not warranted, the decision to accord such treatment will be 
revoked and the requesting person will be so notified 
wherever possible. 


Determinations to grant, deny or revoke confidential treat- 
ment will be made by the Directors of the Divisions of Cor- 
poration Finance and Market Regulation. Persons may peti- 
tion the Commission for review of their determinations un- 
der 17 CFR 201.26 and no disclosure of information will be 
made until such Commission review has been completed. 
The Commission will accord expedited treatment to all such 
petitions for review to the extent necessary to respond to a 
pending request under the FOIA within the time limits 
prescribed by that statute. See 5 U.S.C. Section 552 
(a)(6)(A). 


No provision is made in this rule for confidential treatment of 
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information received by the Commission which is not re- 
quired to be filed pursuant to the Act. The Commission in- 
tends that any records received by the Commission which 
are not subject to the provisions of any specific rule govern- 
ing requests for confidential treatment shall be subject to 
rules which it expects to publish in the near future. 


Confidential treatment pursuant to Rule 485 of information 
filed under the Securities Act of 1933 may have the effect of 
establishing a basis for confidential treatment under Rule 
24b-2 when the same information is required to be filed un- 
der the Exchange Act. Accordingly, in considering 
applications for confidential treatment filed under Rule 485 
the staff will consider the length of time for which confiden- 
tial treatment is sought so that the information will not be 
kept confidential indefinitely for Exchange Act purposes un- 
less appropriate under the FOIA. In the future, applications 
for confidential treatment pursuant to Rule 485 should 
justify the length of time for which such treatment is sought. 


Pursuant to Section 23(a)(2) of the Securities Exchange Act, 
the Commission has considered the impact that this amend- 
ment will have on competition and has determined that this 
rule will not impose any burden not warranted by the FOIA 
on competition. 


Those who in the past have requested and been granted 
confidential treatment under the provisions of former Rule 
24b-2 are advised that, while that information will continue 
to be maintained in non-public files until reconsideration of 
its confidential status, the disclosure requirements of the 
FOIA are applicable. 


17 CFR Part 240 is amended by adopting a new Section 
240.24b-2 as set forth below with changes from the version 
set forth in Release No. 11774 underlined. This amendment 
shall become effective 30 days after publication in the 
Federal Register. 


Section 240.24b-2. Nondisclosure of information filed with 
the Commission and with any exchange. 


(a) Any person filing any registration statement, report, 
application, statement, correspondence, notice or other 
document (herein referred to as the material filed) pursuant 
to the Act may make written objection to the public dis- 
closure of any information contained therein in accordance 
with the procedure set forth below. The procedure provided 
in this rule shall be the exclusive means of requesting con- 
fidential treatment of information required to be filed under 
the Act. 


(b) The person shall omit from material filed the portion 
thereof which it desires to keep undisclosed (hereinafter 
called the confidential portion). In lieu thereof, it shall in- 
dicate at the appropriate place in the material filed that the 
confidential portion has been so omitted and filed separately 
with the Commission. The person shall file with the copies 
of the material filed with the Commission: 


(1) As many copies of the confidential portion, each clearly 
marked, “Confidential Treatment’, as there are copies of the 
material filed with the Commission and with any exchange 
where such material is required to be filed. Each copy shall 
contain an appropriate identification of the item or other re- 
quirement involved and, notwithstanding that the confiden- 
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tial portion does not constitute the whole of the answer, the 
entire answer thereto; except that in case the confidential 
portion is part of a financial statement or schedule only the 
particular financial statement or schedule need be included. 
All copies of the confidential portion shall be in the same 
form as the remainder of the material filed; 


(2) An application making objection to the disclosure of the 
confidential portion. Such application shall be on a sheet or 
sheets separate from the confidential portion, and shall con- 
tain (i) an identification of the portion; (ii) a statement of the 
grounds of objection referring to, and containing an analysis 
of, the applicable exemption(s) from disclosure under the 
Commission's rules and regulations adopted under the 
Freedom of Information Act (17 CFR 200.80), and a 
justification of the period of time for which confidential 
treatment is sought; (iii) a written consent to the furnishing 
of the confidential portion to other government agencies, of- 
fices or bodies and to the Congress; and (iv) the name of 
each exchange, if any, with which the material is filed. 


The copies of the confidential portion and the application 
filed in accordance with this paragraph (b) shall be enclosed 
in a separate envelope marked ‘Confidential Treatment” 
and addressed to The Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. 


(c) Pending a determination as to the objection filed the 
material for which confidential treatment has been applied 
will not be made available to the public. 


(d} (1) If it is determined that the objection should be 
sustained, a notation to that effect will be made at the ap- 
propriate place in the material filed. Such a determination 
will not preclude reconsideration whenever appropriate, 
such as upon receipt of any subsequent request under the 
Freedom of Information Act (5 U.S.C. Section 552) and. if 
appropriate, revocation of the confidential status of all or a 
portion of the information in question. Where an initial deter- 
mination has been made under this rule to sustain objections 
to disclosure, the Commission will attempt to give the per- 
son requesting confidential treatment advance notice, 
wherever possible, if confidential treatment is revoked. 


(2) In any case where an objection to disclosure has been 
disallowed or where a prior grant of confidential treatment 
has been revoked, the person who requested such treatment 
will be so informed by registered or certified mail to the per- 
son or his agent for service. Pursuant to 17 CFR 201.26, 
persons making objections to disclosure may petition the 
Commission for review of a determination by the Division 
disallowing objections or revoking confidential treatment. 


(e) The confidential portion shall be made available to the 
public at the time and according to the conditions specified 
in subparagraphs (1)-(2) of this paragraph: 


(1) Upon the lapse of five days after the dispatch of notice 
by registered or certified mail of a determination disallowing 
an objection, if prior to the lapse of such five days the person 
shall not have communicated to the Secretary of the Com- 
mission his intention to seek review by the Commission un- 
der 17 CFR 201.26 of the determination made by the Divi- 
sion; or ‘. 


(2) If such a petition for review shall have been filed under 


17 CFR 201.26, upon final disposition thereof adverse to 
the petitioner. 


(f) If the confidential portion is made available to the public, 
one copy thereof shall be attached to each copy of the 
material filed with the Commission and with each exchange. 


(Secs. 23, 24, 48 Stat. 901, as amended, 80 Stat. 383, as 
amended, 31 Stat. 54; 15 U.S.C. 78w, 78x, 5 U.S.C. 552). 


Amendment of 17 CFR 200.30-3 


The Commission has delegated authority to the Director of 
the Division of Market Regulation to process applications for 
confidential treatment of information filed under the Act. In 
order to implement procedures in Rule 24b-2, 17 CFR 
200.30-3 (a) is amended to provide: 


(1) through (19) - no change. 


(20) (i) To grant and deny applications for confidential 
treatment filed pursuant to Section 24(b) of the Act (15 
U.S.C. 78x(b)) and Rule 24b-2 thereunder (240.24b-2 of 
this chapter); (ii) To revoke a grant of confidential treatment 
for any such application. 


By the Commission 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5701/April 29, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12388/April 29, 1976 


PUBLIC UTILITIES HOLDING COMPANY 
ACT OF 1935 
Release No. 19504/April 29, 1976 


Notice of Proposal to Amend Rule 3-16(s) of Regulation S-X 
to Modify Requirements for Reporting Disagreements with 
Former Accountants (S7-630) 


The Securities and Exchange Commission today proposed 
an amendment of Regulation S-X which modifies previously 
existing requirements for disclosure in a note to the financial 
statements of certain disagreements with former accoun- 
tants regarding accounting and financial disclosure matters. 


Background 


In Accounting Series Release (ASR) No. 165, December 20, 
1974, the Commission announced adoption of certain 
amendments of Form 8-K, Regulation S-X and Schedule 
14A of the proxy rules. The amendments then adopted were 
originally proposed on October 11, 1974, in Securities Act 
Release No. 5534. 


SEC DOCKET/477 








Among other matters, Rule 3-16(s) of Regulation S-X was 
adopted by that release. That rule called for disclosures in a 
note to financial statements of two distinct matters, as 
follows: 


1. The fact of a reported disagreement. The first sentence of 
the rule stated: 


“If, within the twenty-four months prior to the date of 
the most recent financial statements, a Form 8-K has 
been filed reporting a change of accountants and in- 
cluded in such filing there is a reported disagreement 
On any matter of accounting principles or practices or 
financial statement disclosure, and if such disagree- 
ment, if differently resolved, would have caused the 
financial statements to differ materially from those 
filed, state the existence and nature of the dis- 
agreement.” 


in connection with this portion of the rule, the text of ASR 
165 states: 


“This disclosure is believed necessary to put readers of 
the financial statements on notice that such a dis- 
agreement existed which could have significantly 
affected the statements.” 


2. The effect on financial statements of changing accoun- 
tants as regards a reported disagreement. The second 
sentence of the rule stated: 


“In addition, if during the fiscal year in which the 
change in accountants took place or during the sub- 
sequent fiscal year there have been any transactions 
or events similar to those which involved a reported 
disagreement and if such transactions are material 
and were accounted for or disclosed in a manner 
different from that which the former accountants ap- 
parently concluded was required, state the effect on 
the financial statements if the method which the 
former accountant apparently concluded was required 
had been followed.” 


In connection with this portion of the rule, the text of ASR 
165 states, in part: 


“This disclosure will make investors aware of 
situations where alternative accounting approaches 
may be followed and are favored by at least one 
professional accountant, and the effect of such alter- 
native approaches. In addition, it is believed that such 
disclosure requirements may have the effect of dis- 
couraging shifts in accountants simply to obtain ap- 
proval of an alternative accounting approach.” 


It should be noted that the fact of a disagreement with a 
former accountant is required to be reported in connection 
with rules of the Commission other than Rule 3-16(s) of 
Regulation S-X—specifically in Form 8-K following the 
resignation or dismissal of the former accountant or the 
engagement of a new accountant, and under Item 8 of 
Schedule 14A of the proxy rules. On the other hand, dis- 
closure of the effect on financial statements of changing ac- 
countants as regards a disagreement reported in Form 8-K is 
required only by Rule 3-16(s) of Regulation S-X. 
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Objections to Existing Rule 


Several objections have been raised to continuing the re- 
quirement for disclosure in financial statements of the fact of 
disagreement in circumstances where disclosure regarding 
the effect on financial statements is not required. 


1. In the vast majority of cases, disagreements regarding 
matters of accounting principles or practices or financial 
statement disclosure are resolved to the satisfaction of the 
former accountant and the same kind of transactions or 
events continue to be accounted for or disclosed consistent 
with what the former accountant apparently concluded was 
required. In such circumstances, the financial statements 
have not been affected by a treatment different from that 
which the former accountant apparently concluded was re- 
quired. Thus, while a different resolution of the matter of dis- 
agreement could have affected the financial statements, the 
statements have not been so affected. 


2. Many believe the requirements of Form 8-K and the 
proxy rules provide adequate notification to those users of 
financial statements who may deem the disclosure material 
to their considerations. 


3. Disclosure of only the fact of a disagreement in a note to 
financial statements was intended only to inform readers 
that the financial statements might have been prepared 
differently if the matters of disagreement had been resolved 
differently and not to raise questions about the adequacy or 
fairness of the statements presented. This may be mis- 
understood. 


4. Auditor changes that precipitate the reporting of dis- 
agreements on Form 8-K are not numerous and only a small 
portion of those cases are expected to involve circumstances 
where the successor accountant deems accounting prin- 
ciples or practices or financial statement disclosures accept- 
able which the former accountant found unacceptable. Thus, 
if the vast majority of notes to financial statements regarding 
“disagreements on accounting and financial disclosure 
matters” do not require any disclosure of the effect on the 
financial statements, there may be a tendency for readers to 
give less attention than warranted to those which do contain 
disclosures about the effects. 


Modification of Rule 3-16(s) 


The Commission has concluded that these objections have 
substantial validity. Accordingly, it is proposing a modifica- 
tion of Rule 3-16(s) of Regulation S-X to require disclosure 
in a note to the financial statements of the existence and 
nature of a previously reported disagreement only when dis- 
ciosure is also required of the effect on financial statements 
if the method which the former accountant apparently con- 
cluded was required had been followed, i.e., only in those 
cases when the successor accountant found acceptable 
what the former accountant found unacceptable. 


The text of the proposed amendment to Regulation S-X 
follows. Material added is underlined and material deleted is 
lined through. 


Rule 3-16. General Notes to Financial Statements. (See 
Release No. AS-4.) 
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(a) through (r) (No Change) 


(s) Disagreements on accounting and financial disclosure 
matters.—lf, within the twenty-four months prior to the date 
of the most recent financial statements, a Form 8-K has 
been filed reporting a change of accountants and included in 
such filing there is a reported disagreement on any matter of 
accounting principles or practices or financial statement dis- 
closure, and if during the fiscal year in which the change in 
accountants took place or during the subsequent fiscal year 
there have been any transactions or events similar to those 
which involved a reported disagreement and if such transac- 
tions-or events are material and were accounted for or dis- 
closed in a manner different from that which the former ac- 
countants apparently concluded was required, state the ex- 
istence and nature of the disagreement and also state the 
effect on the financial statements if the method which the 
former accountant apparently concluded was required had 
been followed. These disclosures need not be made if the 
method asserted by the former accountant ceases to be 
generally accepted because of authoritative standards or in- 
terpretations subsequently issued. 


These amendments are proposed to be adopted pursuant to 
authority in Sections 5, 7, 8, 10 and 19(a) of the Securities 
Act of 1933; Sections 12, 13, 15(d) and 23(a) of the 
Securities Exchange Act of 1934; and Sections 5(b), 14 and 
20(a) of the Public Utility Holding Company Act of 1935. 
Pursuant to Section 23(a)(2) of the Exchange Act the Com- 
mission has considered the impact of these proposals on 
competition and is not aware, at this time, or any burden 
that such rule amendments, if adopted, would impose on 
competition. However, the Commission specifically invites 
comments as to the competitive impact of these proposals, 
if adopted. 


All interested persons are invited to submit written com- 
ments on the proposals on or before May 30, 1976. The 
communications should be addressed to the Secretary, 
Securities and Exchange Commission, Washington, D.C. 
20549, and should be referenced to File No. S7-630. All 
comments will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12358/April 22, 1976 


In the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE 


LaSalle at Jackson 
Chicago, Illinois 60604 


File No. SR-CBOE-76-2 


ORDERING INSTITUTING PROCEEDINGS TO DETERMINE 
WHETHER PROPOSED NEW CBOE RULES 14.5(b) and 
2.24 SHOULD BE DISAPPROVED 


The Chicago Board Options Exchange ("CBOE") has filed, 
pursuant to Section 19(b)(1) of the Securities Exchange Act 
of 1934 (the Act”), 15 U.S.C. 78(s)(b)(1), and Rule 19b-4 
thereunder, 17 CFR 240.19b-4: 


(1) A proposed deletion of existing Rules 14.5(b,c) 
and 14.5.01 which fix rates to be charged by Board 
Brokers; and 


(2) A proposed CBOE Rule 2.24 which would es- 
tablish a schedule of Exchange fees to be charged for 
Board Broker execution services, such new fee 
schedule to be equal to the present schedule of Board 
Broker rates, and a proposed related substitution of a 
new CBOE Rule to be renumbered 14.5(b) which 
would prohibit Board Brokers from imposing any 
charges for services rendered by them. 


The deletion of existing CBOE Rules 14.5(b,c) and 14.5.01, 
which eliminates CBOE’s provision for fixed Board Broker 
rates is required absent compliance with Section 6(e) of the 
Act and has been approved by the Commission. (Securities 
Exchange Act Release No. 12359 (April 22, 1976)) CBOE 
has stated in its submission accompanying its rule proposals 
that proposed Rule 2.24, which would establish an Ex- 
change fee schedule to be charged for Board Broker execu- 
tion services, and the proposed related substitution of a new 
CBOE Rule 14.5(b), which would prohibit charges by Board 
Brokers, are consistent with various requirements set forth 
in Sections 6(b) and 6(e) of the Act. The complete 
statements by the CBOE of the basis and purpose of the 
proposed rules are contained in the notice of filing published 
at 41 Fed. Reg. 8844 (March 1, 1976). 


Proceedings to Determine Whether to Disapprove Proposed 
New CBOE Rules 14.5(b) and 2.24 (SR-CBOE-76-2) 


The Commission is instituting proceedings pursuant to Sec- 
tion 19(b)(2) of the Act to determine whether proposed new 
CBOE Rules 14.5(b) and 2.24 should be disapproved. 
Institution of proceedings appears appropriate at this time in 
view of the substantial legal and policy issues summarized 
below and does not necessarily indicate that the Commis- 
sion has formulated any conclusions with respect to any of 
the issues involved. 


Grounds for Disapproval Under Consideration 


Section 6(e) of the Act prohibits, after May 1, 1976, an ex- 
change from imposing any schedule or fixing rates of “com- 
missions, allowances, discounts or other fees to be charged 
by its members’ unless the Commission finds that ‘’such 
schedule or fixed rates of commission, allowances, dis- 
counts, or other fees are in the public interest.’ As dis- 





' Further, if such schedule, rates, or other fees are to extend 
beyond November 1, 1976, the Commission is required to 
make additional findings with respect to such charges as 
required by Section 6(e)(1)(B) and pursuant to the 
procedures outlined in Section 6(e)(4)(A-E). 
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cussed herein, the Commission believes substantial legal 
and policy questions exist as to whether proposed CBOE 
Rule 2.24 and proposed new Rule 14.5(b) are subject to 
provisions of Section 6(e) as effective on May 1, 1976. 


In either case, the Commission is required to find that 
proposed CBOE Rule 2.24 and new Rule 14.5(b) are consis- 
tent with other provisions of the Act and the rules and 
regulations thereunder. Section 6(b) of the Act sets forth 
certain requirements for any exchange applying for registra- 
tion as a national securities exchange. After registration, an 
exchange is required to submit any proposed rule change to 
the Commission for a determination that it is consistent with 
the Act and the rules and regulations thereunder. In the view 
of the Commission, a proposed rule change would not be 
consistent with the Act and the rules and regulations 
thereunder if, among other things, the Commission could not 
make the determinations required under Section 6(b) of the 
Act with respect to the rules of an exchange which included 
the proposed rule change prior to registration of an ex- 
change. 


On the basis of the issues presented by both Sections 6(e) 
and 6(b), the Commission has decided to give notice at this 
time, pursuant to Section 19(b)(2)(B) of the Act, of the 
following grounds under consideration for disapproval of 
SR-CBOE-76-2.? 


A. Section 6(e)(1) of the Act and Exchange Act Rule 19b-3 
(17 CFR 240.19b-3) prohibit, after May 1, 1976, a national 
securities exchange from imposing any schedule or fixing 
rates of commissions, allowances, discounts, or other fees to 
be charged by its members for acting as broker on the floor 
of the exchange. Proposed CBOE Rule 2.24 would establish 
a schedule of fees to be charged by CBOE for Board Brokers’ 
execution services. Currently, CBOE imposes on its Board 
Brokers a uniform schedule of fees which they are required 
to charge for their execution services; that same schedule 
would be used if Rule 2.24 became effective and CBOE 
revenues derived therefrom would be paid to Board Brokers, 
less an amount determined by application of a formula 
described in the record but not in the CBOE filing. The 
parallel provisions of proposed new CBOE Rule 14.5(b) 
would prohibit charges by Board Brokers. In light of the 
effect of proposed CBOE Rule 2.24 and new Rule 14.5(b), in 
comparison to provisions of existing CBOE Rules 14.5(b,c), 
(which have been repealed), the first ground under con- 
sideration for disapproval is whether proposed CBOE Rules 
2.24 and 14.5(b) may be adopted only after compliance 
with the applicable procedural requirements of Section 6(e) 
and, if so, whether their adoption would be in the public in- 
terest.2 The Commission will concurrently consider whether 





2 |t is, of course, possible for a proposed rule change of a 
self-regulatory organization to be inconsistent with other 
provisions of the Act and rules and regulations thereunder. 


3 Section 6(e)(1)(A) allows a national securities exchange, by 
rule, to impose a reasonable schedule or fix reasonable rates 
of commissions, allowances, discounts, or other fees to be 
charged by its members for effecting transactions on such 
exchange prior to November 1, 1976, if the Commission 
finds that such schedule of fixed rates or other fees are in the 
public interest. At this time CBOE has not attempted to 
make any showing that proposed CBOE Rule 2.24 and new 
Rule 14.5(b) are in the public interest. 
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proposed CBOE Rule 2.24 and new Rule 14.5(b) are consis- 
tent with Rule 19b-3 and, if not, whether Rule 19b-3 should 
be modified. 


B. Section 6(b)(4) requires that the rules of a national 
securities exchange provide for the equitable allocation of 
reasonable dues, fees, and other charges among its 
members. Accordingly, in light of the novelty of providing an 
Exchange fee for Board Broker services and, in order to ex- 
plore further whether appropriate standards of 
reasonableness and equitable allocation have been met, a 
ground under consideration for disapproval is whether 
proposed CBOE Rules 2.24 and new Rule 14.5(b) are con- 
sistent with Section 6(b)(4). 


C. Section 6(b)(5) requires that rules of national securities 
exchanges be designed to remove impediments to and 
perfect the mechanism of a free and open market and a 
national market system and not be designed to permit unfair 
discrimination between customers, issuers, brokers or 
dealers. Proposed CBOE Rules 2.24 and new Rule 14.5(b) 
would prohibit not only “unfair discrimination” but dis- 
crimination on the basis of price or access to services among 
customers (brokers) of Board Brokers, without regard to 
possible justification therefor. The imposition of a fixed fee 
may also be viewed as an impediment to the mechanism of 
a free and open market and national market system. Accord- 
ingly, the extent to which an absolute prohibition of any dis- 
crimination is appropriate and the extent to which a fixed fee 
may act as an impediment to the mechanism of a free and 
open market and national market system are grounds under 
consideration for disapproval. 


D. Section 6(b) of the Act requires that the rules of a 
national securities exchange not impose any burden on com- 
petition not necessary or appropriate in furtherance of the 
purposes of the Act. Proposed CBOE Rules 2.24 and new 
Rule 14.5(b) would prohibit CBOE Board Brokers, as in- 
dividuals, from competing among themselves and, by means 
of competitive rates, with holders of books on other ex- 
changes particularly where dual trading of options occurs. 
Accordingly, a ground under consideration for disapproval of 
the CBOE proposal is the extent to which the CBOE proposal 
will impose a burden on competition not necessary or ap- 
propriate in furtherance of the purposes of the Act. 


Procedure 


The Commission has determined to provide an opportunity 
for the oral presentation of views, data and arguments, as 
well as the submission of written statements, as part of 
these proceedings. Interested persons are invited to submit 
written data, views and arguments within 30 days from the 
date hereof as to the CBOE’s rule proposals and to submit a 
rebuttal to any other person’s submission within 45 days 
from the date hereof. An opportunity for oral presentation of 
data, views and arguments will be provided on May 19, 
1976. SR-CBOE-76-2 and copies of all submissions will be 
available for inspection at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, D.C. 
Copies of the COBE’s submissions are also available at the 
principal office of the CBOE. Persons desiring to make 
written statements or rebuttal statements should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Persons desiring to make 
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oral presentations are requested to notify the Secretary of 
the Commission of such intent and should file six copies of 
their prepared statements with the Secretary of the Com- 
mission by May 14, 1976. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12359/April 22, 1976 


In the matter of 


CHICAGO BOARD OPTIONS EXCHANGE 
LaSalle at Jackson 

Chicago, Illinois 60604 

(SR-CBOE-76-2) 


ORDER APPROVING RULE DELETION FILED BY THE 
CHICAGO BOARD OPTIONS EXCHANGE 


On February 17, 1976, the Chicago Board Options Ex- 
change filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the Act’), as 
amended by the Securities Acts Amendments of 1975, and 
Rule 19b-4 thereunder, a submission deleting in its entirety 
existing CBOE Rules 14.5(b,c) and the interpretation thereto 
designated 14.5.01 which require Board Brokers to charge 
and collect a prescribed commission on orders placed with 
and executed by the Board Brokers and adding a rule which 
would prohibit Board Brokers from charging for execution 
services and adopt a schedule of Exchange fees for Board 
Broker execution services. That proposed addition is the 
subject of disapproval proceedings instituted by Exchange 
Act Release No. 12358 (April 22, 1976). 


Notice of the proposed rule change to delete CBOE Rules 
14.5(b,c) and 14.5.01 together with the terms of substance 
of the proposed rule change was given by publication of a 
Commission Release (Securities Exchange Act Release No. 
12134 (February 23, 1976) and by publication in the 
Federal Register (41 Fed. Reg. 8844 (March 1, 1976)). 


The Commission finds that the rule deletion is consistent 
with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes and, in particular, the requirements of Section 6 
and the rules and regulations thereunder.’ 


IT 1S THEREFORE ORDERED, pursuant to Section 19(b)(2) 





"Section 6(e)(1) of the Act provides that ‘‘no national 
securities exchange may impose any schedule or fix rates of 
commissions, allowances, discounts or other fees to be 
charged by its members: Provided, however, that until May 
1, 1976, the preceding provisions of this paragraph shall not 
prohibit any such exchange from imposing or fixing any 
schedule of commissions, allowances, discounts or other 
fees to be charged by its members for acting as broker on 
the floor of the exchange or as odd-lot dealer.” 


of the Act, that the deletion of CBOE Rules 14.5(b,c) and 
14.5.01, filed with the Commission on February 17, 1976, 
be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12360/April 22, 1976 


The Securities and Exchange Commission, pursuant to Sec- 
tion 12(k) of the Securities Exchange Act of 1934 as 
amended (‘Exchange Act’), announced the temporary 
suspension of exchange and over-the-counter trading for a 
ten-day period commencing at 3:00 p.m. (EDT) on April 22, 
1976 and terminating at midnight (EDT) on May 1, 1976 of 
all securities of the following issuers which have failed to file 
with the Commission at least one recent Form 10-K annual 
report: 


ALRAC CORPORATION, Stamford, Connecticut 

AMERICAN THERMAL RESOURCES, INC., Bakersfield, 
California 

BLACK HAWK RESOURCES COMPANY, Eureka, 
California 

CHRONETICS, INC., Mt. Vernon, New York 

COMFAX COMMUNICATIONS INDUSTRIES, 
New York, New York 

CONTINUED CARE FACILITIES, INC., New York, New York 

DATAPAX COMPUTER SYSTEMS CORP., Westwood, 
New Jersey 

DETSCO, INC., New Canaan, Connecticut 

DONBAR DEVELOPMENT CORP., Melville, New York 

GETTY FINANCIAL CORP., Pacific Palisades, California 

HOMESTEAD MINERALS CORP., Louisville, Kentucky 

HOUSE OF KNITTING, INC., Brooklyn, New York 

HYDROCULTURE, INC., Glendale, Arizona 

KENILWORTH RESEARCH AND DEVELOPMENT CORP., 
Mineola, New York 

LANDCO, INC., Oklahoma City, Oklahoma 

LECTRO-MANAGEMENT, INC., Great Neck, New York 

MANHATTAN CONTINENTAL DEVELOPMENT CORP., 
Los Angeles, California 

MARINE PROTEIN CORP., New York, New York 

MEDIATRICS, INC., Mt. Vernon, New York 

MINERVA INTERNATIONAL, INC., Franklin, Tennessee 

NATIONAL COMPUTER CORP., New York, New York 

NATIONAL TELEFILM ASSOCIATES INC., Los Angeles, 
California 

NUCLEAR RESEARCH ASSOCIATES INC., Hempstead, 
New York 

OAKRIDGE HOLDINGS, INC., Hillside, Illinois 

REALTY EQUITIES CORPORATION OF NEW YORK, 
Boston, Massachusetts 

ROCKWOOD NATIONAL CORP., 

ROCKWOOD COMPUTER CORP., 

NEI CORP., Elmsford, New York 


INC., 
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SANITAS SERVICE CORP., Bethany, Connecticut 

SCIENTIFIC POLLUTION CONTROL COARP., Long Island, 
City, New York 

SYSTEMS CORP., Portland, Oregon 

THERM AIR MANUFACTURING CO., INC., York, 
Pennsylvania 

TRONCHEMICS RESEARCH, INC., San Diego, California 

TWENTIETH CENTURY INDUSTRIES, INC. (Del.), New 
York, New York 


The Commission initiated the subject suspensions because 
the subject issuers failed to comply with the reporting 
provisions of the Exchange Act resulting in the lack of 
current and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the suspension, no quotation may be 
entered unless and until they have strictly complied with 
said rule. If any broker or dealer has any questions as to 
whether or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff of the 
Securities and Exchange Commission, Division of Enforce- 
ment in Washington, D.C. If any broker or dealer is uncertain 
as to what is required by Rule 15c2-11, he should refrain 
from entering quotations relating to the securities in ques- 
tion until such time as he has familiarized himself with said 
rule and is certain that all of its provisions have been met. If 
any broker or dealer enters quotation which is in violation of 
said rule, the Commission will consider the need for prompt 
enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12361/April 22, 1976 


SUMMARY SUSPENSIONS 


The Securities and Exchange Commission today announced 
the adoption of procedures by which any person adversely 
affected by a summary suspension pursuant to Section 12(k) 
of the Securities Exchange Act may obtain prompt con- 
sideration by the Commission of the reasons such person 
believes the continued suspension is not in the public in- 
terest or is not required for the protection of investors. Sec- 
tion 12(k) authorizes the Commission summarily to suspend 
trading in securities for 10-day periods, if in its opinion the 
public interest or the protection of investors so requires. 


The usual purpose of a suspension is to alert the investing 
public to the fact that there is insufficient public information 
about the issuer upon which an informed investment judg- 
ment can be made or that the market for the securities may 
be reacting to manipulative forces or deceptive practices. 
Consequently the primary issues normally to be considered 
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by the Commission in determining whether or not 10-day 
suspensions should be instituted or renewed whether or not 
there is sufficient public information upon which to base an 
informed investment decision or whether the market for the 
security appears to reflect manipulative or deceptive ac- 
tivities. 


If any person adversely affected by such suspension or who 
would be adversely affected by the renewal of the suspen- 
sion desires to show that such suspension is not necessary 
in the public interest or for the protection of investors, he 
may petition the Commission that it not renew the suspen- 
sion. Such petition, which may be in the form of a letter or 
other statement, should set forth with particularly the facts 
upon which petitioner relies and should be sworn to by the 
petitioner or an authorized officer of the petitioner. 


If the petitioner so requests in the petition, and if upon ex- 
amination of the petition the Commission is of the opinion 
that there is a genuine issue as to any material fact, the 
Commission will provide an opportunity for prompt presen- 
tation of all material facts. If no such opportunity is re- 
quested in the petition or if in the opinion of the Commission 
there is no genuine issue as to any material fact, the Com- 
mission will determine the issue upon the basis of the infor- 
mation contained in the petition and any other relevant facts 
known to the Commission. 


The Commission will not be disposed to grant any such peti- 
tion if the petitioner or or any one affiliated with the 
petitioner shall fail to cooperate in supplying relevant infor- 
mation to the Commission or shall in any way obstruct any 
inquiry by the Commission into the relevant facts. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE AC7 OF 1934 
Release No. 12362/April 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
MUNICIPAL SECURITIES RULEMAKING BOARD 


File No. SR-MSRB-76-4 


The Municipal Securities Rulemaking Board submitted on 
April 8, 1976 a proposed rule change under Rule 19b-4 to 
establish recordkeeping requirements for municipal 
securities brokers and municipal securities dealers with 
respect to transactions in municipal securities. 


Publication of the submission is expected to be made in the 
Federal Register during the week of April 26, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
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within 45 days from the date of publication in the Federa/ 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference should 
be made to File No. SR-MSRB-76-4. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission's Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12363/April 23, 1976 


Admin. Proc. File No. 3-5006 
In the Matter of 


FIRST EQUITY CORPORATION OF FLORIDA 
914 Dupont Plaza Center 

300 Biscayne Boulevard Way 

Miami, Florida 33131 


IVAN B. DOBRINSKY 
10511 S.W. 108th Avenue, Apt. F112 
Miami, Florida 33156 : 


ALAN S. PAREIRA 

c/o First Equity Corporation of Florida 
914 Dupont Plaza Center 

300 Biscayne Boulevard Way 

Miami, Florida 33131 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these proceedings under the Securities Exchange Act, 
First Equity Corporation of Florida, a registered broker- 
dealer; |lvan B. Dobrinsky, formerly a trader and securities 
salesman with that broker-dealer; and Alan S. Pareira, presi- 
dent of that broker-dealer have, without admitting or deny- 
ing the allegations in the order for proceeding, submitted an 
offer of settlement which the Commission has determined to 
accept. 


On the basis of the order for proceedings and the offers of 
settlement, it is found that First Equity Corporation of Florida 
wilfully violated Section 17(a) of the Securities Exchange 
Act of 1934 (Exchange Act) and Rule 17a-3 thereunder, and 
failed to reasonably supervise a person under its supervision 
with a view toward preventing violations of the Exchange 
Act and rules thereunder; Ivan B. Dobrinsky willfully violated 


Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder, and willfully aided and abetted violations of Sec- 
tion 17(a) of the Exchange Act and Rule 17a-3 thereunder; 
Alan S. Pareira failed to reasonably supervise a person under 
his suppervision with a view toward preventing violations of 
the Exchange Act and the Rules thereunder. 


In view of the foregoing, it is in the public interest to impose 
the sanctions specified in the offers of settlement. 


Accordingly, IT 1S ORDERED that: 


(1) First Equity Corporation of Florida and Alan S. 
Pareira be, and they hereby are, censured, and 


(2) Ivan B. Dobrinsky be, and he hereby is, barred 
from association with any broker, dealer, investment 
company or investment adviser, effective at the open- 
ing of business on the second Monday after the date 
of this order. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 
George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12364/April 23, 1976 


Admin. Proc. File No. 3-4732 
In the Matter of 
WESCOTT TRAINOR 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these broker-dealer proceedings under the Securities Ex- 
change Act, Respondent Wescott Trainor has submitted an 
offer of settlement, without admitting or denying the 
allegations in the order for proceedings, which the Commis- 
sion has determined to accept. 


On the basis of the order for proceedings and his offer of 
settlement, it is found that Respondent Wescott Trainor 
wilfully violated and wilfully aided and abetted violations of 
Section 17(a) of the Securities Act of 1933 and Section 
10(b) of the Securities Exchange Act of 1934 and Rule 10b- 
5 promulgated thereunder, and that it is in the public interest 
to impose the sanctions specified in Respondent's Offer of 
Settlement. 


Accordingly IT |S ORDERED that Wescott Trainor be, and he 
hereby is, barred from association with any broker-dealer, in- 
vestment adviser, or investment company, or affiliate 
thereof. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 
George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12365/April 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
MIDWEST STOCK EXCHANGE. File No. SR-MSE-76-4 


The Midwest Stock Exchange submitted on March 22, 1976 
a proposed rule change under Rule 19b-4 to adopt formal 
requirements related to the margining of purchase transac- 
tions. 


Publication of the submission is expected to be made in the 
Federal Register during the week of April 26, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSE-76-4. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission's Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12366/April 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
NEW YORK STOCK EXCHANGE. File No. SR-NYSE-76-21 


The New York Stock Exchange submitted on March 22, 
1976, a proposed rule change under Rule 19b-4 to amend 
Exchange Rule 431 with respect to margin requirements for 
transactions in listed put options. 


Publication of the submission is expected to be made in the 
Federal Register during the week of April 26, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in the 
Federal Register. Persons desiring to made written sub- 
missions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
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North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-NYSE-76-21. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission's Public Reference Room, 1100 L Street, 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12367/April 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PBW STOCK EXCHANGE File No. SR-PBWSE-76-9 


The PBW Stock Exchange submitted on March 22, 1976, a 
proposed rule change under Rule 19b-4 to effect 
amendments to Exchange Rule 722, dealing with margin 
requirements, and to rescind Rule 1054. 


Publication of the submission is expected to be made in the 
Federal Register during the week of April 26, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-PBWSE-76-9. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12368/April 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PBW STOCK EXCHANGE File No. SR-PBWSE-76-1 


The PBW Stock Exchange submitted on February 18, 1976 
a proposed rule change under Rule 19b-4 to conform the 


Exchange’s net capital requirements to the standards of Rule. 


15c3-1, the uniform net capital rule, by amending Exchange 
Rule 703 and rescinding Exchange Rule 791. 


Publication of the submission is expected to be made in the 
Federal Register during the week of April 26, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-PBWSE-76-1. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12369/April 23, 1976 


NOTICE OF FILING OR PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE. File No. SR-AMEX- 
76-1 


The American Stock Exchange submitted on January 14, 
1976 a proposed rule change under Rule 19b-4 to conform 
the Exchange’s net capital rule and business restriction and 
reduction requirements to the standards of Commission 
Rule 15c3-1. 


Publication of the submission is expected to be made in the 
Federal Register during the week of April 26, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in the 


Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-AMEX-76-1. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12370/April 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-76-23 


The New York Stock Exchange, Inc. ("NYSE") submitted on 
April 7, 1976 a proposed rule change under Rule 19b-4 to 
amend Articie 1X, Section 4 of the NYSE Constitution to es- 
tablish an alternative method of determining the initiation 
fee payable to the NYSE for the purchase or transfer of 
memberships. The alternate fee is based upon either a 
percentage of the amount actually paid for a membership or 
the amount at which the most recent contractual sale of a 
membership occurred through the NYSE auction facility. 


The foregoing rule change has become effective, pursuant to 
Section 19(b)(3)(A) of the Securities Exchange Act of 1934. 
At any time within sixty days of the filing of such proposed 
rule change, the Commission may summarily abrogate such 
rule change if it appears to the Commission that such action 
is necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in the 
Federal Register during the week of April 26, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within 30 days 
from the date of publication in the Federa/ Register. Persons 
desiring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol Street. 
Washington, D. C. 20549. Reference should be made to File 
No. SR-NYSE-76-23. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
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Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12371/April 23, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5699/April 23, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12372/April 23, 1976 


ADOPTION OF RULE 15a-4 RELATING TO BROKER- 
DEALER REGISTRATION OF CERTAIN EXCHANGE 
MEMBERS 


The Commission has adopted rule 15a-4 under Section 
15(a)(2) of the Securities Exchange Act of 1934 (the “Act’’) 
which provides a temporary exemption from the broker- 
dealer registration requirement contained in Section 15 of 
the Act for certain members of national securities ex- 
changes. Rule 15a-4 was published for comment on 
January 27, 1976.' The comment period expired on March 
26, 1976. Two comment letters were received which were 
from the New York Stock Exchange, Inc. (“NYSE”) and the 
American Stock Exchange, Inc. (““Amex”).2 NYSE and Amex 
recommended adoption of the rule. 


The Securities Act Amendments of 1975 (Pub. L. No. 94-29 
(June 4, 1975)) amended Section 15 of the Act, in effect, to 
require by December 1, 1975, persons effecting transac- 
tions exclusively on a national securities exchange to 
register with the Commission as brokers-dealers. Rule 15a- 
4 provides a temporary exemption from the broker-dealer 
registration requirement for a member of an exchange who 
becomes disassociated from a registered broker-dealer and 
who has filed Form BD. The exemption permits the ex- 
change member to continue, with the written consent of the 
exchange submitted to the Commission with Form BD, to 
transact business on the floor of the exchange prior to the 
time that an order granting such registration as a broker- 
dealer has been issued by the Commission. Such exemption 





' Securities Exchange Act Release No. 12053. 


2 Securities and Exchange Commission File No. S7-612. 
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is not available to any person while there is pending before )) a 
the Commission any proceeding pursuant to Section 
15(b)(1)(B) involving such person. & 
The text of Rule 15a-4 is as follows: 
Rule 15a-4 ‘Forty-five day Exemption from Registra- 
tion for Certain Members of National 4 
Securities Exchanges 3} 


(a) A natural person who is a member of a 
national securities exchange shall, upon ter- 
mination of his association with a registered 
broker-dealer, be exempt, for a period of forty- 
five days after such termination, from the 
registration requirement of Section 15(a) of the %) 3 
Act solely for the purpose of continuing to effect 
transactions on the floor of such exchange if (1) 
such person has filed with the Commission an 
application for registration as a broker-dealer 
and such person complies in all material 
respects with rules of the Commission 
applicable to registered brokers and dealers and 
(2) such exchange has filed with the Commis- 
sion a statement that it has reviewed such 
application and that there do not appear to be 
grounds for its denial. 


(b) The exemption from registration provided by 
this rule shall not be available to any person €@ 
while there is pending before the Commission r) 
any proceeding involving any such person pur- 

suant to Section 15(b)(1)(B) of the Act. 


The Commission finds Rule 15a-4 does not impose un- 
necessary burdens on competition. Pursuant to authority in 
Section 15 of the Act, the Commission hereby adopts Rule 
15a-4. Since Rule 15a-4 grants an exemption, it is effective y) . 
immediately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 4 
Release No. 12373/April 23, 1976 


In the Matter of 





CHICAGO BOARD OPTIONS EXCHANGE, INC. 

LaSalle at Jackson 

Chicago, Illinois 60604 P 
File No. SR-CBOE-76-7 7B 


ORDER EXTENDING TIME PERIOD WITHIN WHICH THE | 
COMMISSION IS REQUIRED TO ACT ON PROPOSED 
RULE CHANGES 


The Chicago Board Options Exchange, Inc. (“CBOE”), has r 
14) \ 





4 @ 
2) heal 
\||@ 
1 @ 





»|@ 
a 
y 
e) 
+\@ 





filed pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934 (the “Act’’), 15 U.S.C. 78(s)(b)(1), and Rule 
19b-4 thereunder, 17 CFR 240.19b-4, a proposed new 
CBOE Rule 14.5(b, c and d) to regulate Commission charges 
by the CBOE Board Brokers.' 


Proposed new CBOE Rule 14.5(B, c and d) covered by File 
No. SR-CBOE-76-7 would, among other things, provide that 
Board Brokers shall: (1) charge, in accordance with a 
schedule determined by the individual Board Broker, a com- 
mission or other charge which shall be nondiscriminatory 
(uniform) among customers (brokers) respecting orders in- 
volving the same quantity and same price per option unit: 
(2) charge rates which shall not be unreasonably high; (3) 
charge only in respect to executed orders and not make any 
charge for other services (i.e., by ‘unbundling’ charges for 
services, such as reports and cancellation by orders); (4) 
charge rates which are net and free from any rebate, direct 
or indirect: (5) visibly display such schedule of charges at the 
Board Broker's post; (6) post any rate schedule changes for 
not less than 5 days prior to implementing them; and (7) 
provide equal access by customers to all available Board 
Broker services. 


Among the questions which appear to be raised with respect 
to the foregoing proposal to regulate certain practices of 
CBOE Board Brokers are whether 


(1) the prohibition of price discrimination in the manner set 
forth in the proposal and the prohibition of rebates are 
necessary or appropriate burdens on competition, in light of 
the compliance procedures likely to be associated with such 
provisions, in order to prevent unfair discrimination in accor- 
dance with Section 6(b)(5) of the Act: 


(2) a prohibition of unreasonably high rates is an effective 
implementation of the requirement of Section 6(b)(5) that 
exchange rules be designed to promote just and equitable 
principles of trade and protect investors and the public in- 
terest; 


(3) a prohibition of unbundling df services by CBOE Board 
Brokers is a necessary or appropriate burden on competition 
in order to promote the efficiency of the CBOE marketplace; 
and 


(4) the requirement for five day notice prior to any change 
in posted rates would facilitate transactions in securities, 
remove impediments to a free and open market or constitute 
a burden on competition not necessary or appropriate in 
furtherance of the purposes of the Act. 


As a result of its preliminary review of the CBOE proposal 
the Commission believes that the proposal raises a number 
of questions which should receive further consideration 
before any determination by the Commission to approve the 
rule proposals or to institute proceedings, pursuant to Sec- 
tion 19(b)(2) of the Act, to determine whether they should 
be disapproved. 





' Proposed CBOE Rule 14.5(b, c and d) set forth in File No. 
SR-CBOE-76-7 was filed as an alternative to the rule 
proposal contained in File No. SR-CBOE-76-2 which, 
among other things, eliminated existing CBOE Rule 14.5(b, 
c). See Securities Exchange Act Releases Nos. 12358 and 
12359 (April 22, 1976). 


Accordingly, the Commission, acting pursuant to Section 
19(b)(2) of the Act, hereby extends the time period within 
which the Commission is to take action on the above- 
referenced proposed rule changes to July 12, 1976. The 
Commission is also extending the time period for comments 
on the proposed rule changes, and invites written sub- 
missions from all interested persons. Persons desiring to 
make written submissions should file six copies thereof with 
the Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, D.C. 
20549 by June 20, 1976. 


Copies of all submissions, including: the proposed rule 
changes, will be available for public inspection at the Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the proposed rule change will 
also be available at the principal office of the CBOE. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12374/April 23, 1976 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19497/April 23, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9260/April 23, 1976 


PROPOSED AMENDMENTS TO RULES 16b-3 and 16a- 
6(c) UNDER THE SECURITIES EXCHANGE ACT OF 1934 
RELATIVE TO STOCK APPRECIATION RIGHTS AND 
DEFINITIONS OF CERTAIN TERMS (S7-629). (Comment 
period expires July 23, 1976). 


The Commission today invited public comment on proposed 
amendments to Rule 16b-3 and 16a-6(c) under Section 16 
of the Securities Exchange Act of 1934 (the ‘Act’’) relating 
to stock appreciation rights and definitions of certain terms. 
The purposes of the proposed amendments are: (1) to in- 
clude certain transactions in stock appreciation rights in the 
category of transactions exempt from Section 16(b) pur- 
suant to Rule 16b-3; and (2) to revise certain of the 
definitions of terms used in that rule. Conforming 
amendments are also proposed to Rule 16a-6(c). The 
proposed amendments also would eliminate the reference to 
provisions of the Internal Revenue Code in the rules. This 
would conform the terminology of Rules 16a-6(c) and 16b-3 
with that used in proposed amendments to the Rule as to 
the Use of Form S-8 under the Securities Act of 1933." 


Section 16 of the Act and corresponding provisions of the 
Public Utility Holding Company Act of 1935 and the Invest- 
ment Company Act of 1940 are designed to provide other 
security holders and investors generally with information on 
insider securities transactions and holdings, and to prevent 


' Securities Act Release No. 5530 (October 3, 1974). 
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unfair use of confidential information by insiders to profit 
from short-term trading in an issuer's securities. 


Section 16(a) requires every person who beneficially owns, 
directly or indirectly, more than 10 percent of any class of 
equity security which is registered under Section 12 of the 
Act, or who is a director or an officer of the issuer of any 
such security, to file statements with the Commission dis- 
closing the amount of all equity securities of the issuer of 
which he is the beneficial owner and changes in such 
ownership. 


Section 16(b) states in general that any profit realized by 
such officer, director or 10-percent holder realized from any 
purchase and sale, or any sale and purchase, of any equity 
security of such issuer within any period of less than six 
months shall inure to and be recoverable by the issuer. 


Rule 16b-3 exempts from Section 16(b), among other 
things, acquisitions of stock and nontransferable options 
pursuant to certain employee benefit plans. This exemptive 
rule reflects the Commission's recognition that under many 
such plans which provide for acquisitions at least every 
twelve months, any sale would necessarily be within six 
months of one of the acquisition transactions. Thus if the 
acquisitions were not exempt from Section 16(b), the 
legitimate use of such plans as a method of executive com- 
pensation would be largely frustrated. Further, since the 
amount of benefits and the persons eligible to receive them 
must, in order to qualify for the exemption, be determined by 
persons not eligible to participate, the opportunity for abuse 
is slight. 


Rule 16a-6(c) provides that a statement pursuant to Section 
16(a) need not be filed with respect to the acquisition, ex- 
piration or cancellation of any non-transferable qualified, 
restricted or other stock option granted by the issuer of the 
securities to which the option relates, pursuant to a plan 
provided for the benefit of its employees and employees of 
its affiliates, if the plan meets the conditions specified in 
Rule 16b-3. 


STOCK APPRECIATION RIGHTS 


The proposed amendments generally would treat the ac- 
quisition of stock appreciation rights in the same way that 
stock options are treated presently under Rule 16a-6(c) and 
Rule 16b-3. Stock appreciation rights represent the right to 
receive an amount equal to the spread between the market 
price of a number of shares of an employer's common stock 
credited to the participant's account on the date the right is 
granted and on the date of exercise. For example, if 1,000 
shares are under option at $50 and the stock appreciation 
right is exercised when the market is at $60, the spread 
would be $10,000 and the number of shares that could be 
delivered on exercise of the right would be $10,000 divided 
by $60, or 166 shares. The rights generally are not 
transferable and may be exercised at any time before expira- 
tion of the realted option but the holder has no rights as a 
shareholder over the credit to his account. 


In this connection, it should be noted that while plans 
relating solely to these rights are conceivable, generally only 
plans providing for the tandem granting of stock apprecia- 
tion rights and stock options have been brought to the Com- 
mission's attention. When a right is granted in tandem with 
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an option, the exercise of either reduces the amount out- 
standing under the other by the same number of shares. The 
proposed amendments provide that the expiration and/or 
surrender of an option upon the exercise of the correspon- 
ding stock appreciation rights is not a sale back to the com- 
pany of the option or the stock underlying as involving only 
the acquisition of a security, namely the stock subject to the 
rights and acquired pursuant thereto. 


A part of the proposed amendments concerning stock ap- 
preciation rights codify the existing staff views publicly ex- 
pressed by the Commission of Corporation Finance.? These 
views are that: 


(1) The acquisition of stock appreciation rights in 
tandem with related stock options may be exempt un- 
der Rule 16b-3, as may the acquisition of the related 
stock options; 


(2) The acquisition of stock upon exercise of such 
rights is a purchase not exempt under Rule 16b-3; and 


(3) The acquisition of stock appreciation rights is not 
reportable under Section 16(a), while acquisition of 
stock on exercise of such rights is reportable. 


Additionally, the proposed amendments provide that the ex- 
piration and/or surrender of an option upon the exercise of a 
corresponding SAR is not a sale to the issuer of the option or 
the stock underlying the option. 


The proposed amendments would further extend Rule 16b- 
3 to provide that settlement of a stock appreciation right in 
cash in accordance with the conditions of the Rule would be 
exempt from Section 16(b) and would not be viewed as a 
purchase of stock which is simultaneously sold to the com- 
pany in a cash sale within the scope of Section 16(b). 
Corresponding amendments in Rule 16a-6(c) with respect 
to reporting under Section 16(a) are also proposed. The 
amendments are based on the assumption that a cash 
settlement of such rights may be viewed as the exercise of 
the right, followed by an immediate sale of the underlying 
stock. Accordingly, absent an exemption, both such transac- 
tions might be collapsed to result in a simultaneous 
purchase and sale for purposes of Section 16(b). The profit 
realized by the employee and the amount recoverable by the 
issuer, would be the full amount of cash awarded. 


Section 16(b) is intended to prevent the unfair use of infor- 
mation which may have been obtained by certain beneficial 
owners, directors or officers by reason of their relationship to 
the issuer by providing for recovery of short swing profit 
without regard to the intent or state of knowledge of such 
persons. The Commission, however, may exempt by rule any 
transaction not comprehended within the purpose of Section 
16(b). 


The Commission believes that conditions can be established 
as part of Rule 16b-3 to delineate situations in which the 
receipt of cash under a stock appreciation right is a transac- 
tion not comprehended within the purpose of Section 16(b). 
The conditions that must be met for the rules to be available 
are designed to preclude the unfair use of information which 





2 Letter dated February 7, 1974 from the Division of Cor- 
poration Finance re: Mobile Oil Corporation 
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may have been obtained by an officer or director by reason 
of his relationship to the issuer. 


There are four conditions that would have to be met (each 
contains multiple provisions, all of which would have to be 
satisfied) in order for the proposed rule to be available, viz., 
(1) information about the issuer, (2) limitations on the op- 
tions, (3) limitations on the administrators of the plan, and 
(4) the plan must meet the conditions of Rule 16b-3(a), (b) 
and (c). 


First, as to information about the issuer (subparagraph (e)(i)), 
the proposed rule would require that the issuer of the op- 
tions and stock appreciation rights be a reporting company 
pursuant to Section 13 of the Act, has been subject to these 
requirements for at least one full year and has filed all 
reports and statements required to be filed pursuant to this 
section during that time period. The proposed provision also 
requires the issuer to release for publication on a regular 
basis quarterly and annual summary statements of sales and 
earnings. 


The second condition of the proposed rule—limitations on 
the options (subparagraph (e)(2))—would require that the 
option price of the stock not be less than 100% of the fair 
market value of the issuer's common stock on the date of 
granting such options; that neither the stock option nor the 
stock appreciation right shail be exercisable during the first 
year of their term; that neither the stock option nor the 
stock appreciation right may be exercised by any person 
other than the optionee during his lifetime and shall not be 
transferable other than by will or the laws of descent and 
distribution; and that the value of the stock appreciation 
right must be established as of the date the right is exer- 
cised. 


The third condition of the proposed rule—limitations on the 
administrators of the plan (subparagraph (e)(3))—would re- 
quire that a Committee of the Board of Directors of the 
issuer designated for the purpose shall grant the options and 
the stock appreciation rights and administer the plan; and 
that such committee shall have sale discretion to consent to 
or disapprove the election of the optionee to surrender the 
stock options in conjunction with the exercise of the stock 
appreciation right and receive cash pursuant to the plan: 
provided that the committee shall only grant such consent if: 


(i) two days (excluding Saturdays, Sundays and legal 
holidays as defined in Rule 5 of the Commission's 
Rules of Practice) have elapsed from the date of 
publication of the financial data specified in subsection 
(e)(1)(B) of the rule; and 


(ii) such election is dated within ten days (excluding 
Saturdays, Sundays, and legal holidays), from the ex- 
piration of the two days referred to in (i) above. 


A note to subsection (i) above provides that the condition 
concerning publication shall be deemed satisfied if the 
specified financial data appears (1) on a wire service, (2) ina 
financial news service, (3) in a newspaper of general circula- 
tion, or (4) is otherwise made publicly available. 


The fourth condition of the proposed rule requires that the 
plan under which the options and stock appreciation rights 
are granted must meet the conditions specified in Rule 16b- 
3(a), (b) and (c). 


Since the Commission believes questions exist as to the 
proposal to exempt the cash feature of stock appreciation 
rights settlements from Section 16, the Commission has in- 
cluded the cash provision with the conditions proposed 
specifically to seek public comment thereon. 


REVISIONS IN TERMINOLOGY 


In Securities Act Release No. 5530, the Commission 
proposed amendments to the Rule as to the Use of Form S- 
8 to eliminate any requirement that the availability of that 
Form for option plans be keyed to the definitional provisions 
of the Internal Revenue Code. The principal purpose of these 
proposed amendments is to reduce the cost and burden of 
registration to issuers coisistent with the protection of in- 
vestors by increasing the availability of that Form to ad- 
ditional types of employee plans, particularly certain option 
plans which may not receive special tax treatment under the 
Internal Revenue Code. 


The elimination of the cross references to the Internal 
Revenue Code in Rule 16b-3 is consistent with this ap- 
proach. The proposed amendments to Rule 16b-3 would 
describe the types of plans subject to these rules in the con- 
text of specifically stating conditions rather than by 
reference to certain sections of the IRC. 


PROPOSED AMENDMENT TO RULE 1 6a-6(c) 


The proposed amendment to Rule 16a-6(c) would exempt 
any person from filing requirements of Section 16(a) of the 
Act in connection with the acquisition, surrender, expiration 
or cancellation, of a stock appreciation right granted in 
tandem with a stock option, if the conditions of Rule 16b- 
3(a), (b) and (c), as proposed to be amended are met. The 
term ‘‘plan” shall have the meaning assigned to it in 
paragraph (d) of Rule 16b-3. In this regard, it should 
specifically be noted that pursuant to paragraph (d)(1) of 
Rule 16b-3, the plan must be approved by shareholders of 
the issuer within 12 months before or after securities are 
offered pursuant to the plan unless paragraph (a) of the Rule 
is applicable. 


It should be noted that notwithstanding the exemption from 
this filing requirement, there still would be certain disclosure 
of the transactions in the issuer's proxy or information state- 
ment which is sent to stockholders. 


The Commission proposes to amend Rules 16a-6(c) and 
16b-3 respectively as follows (additions to existing 
provisions are italicized and deletions are indicated). To the 
extent the proposed amendments to Rule 16b-3 would 
affect the availability of the exemption for existing plans, the 
Commission anticipates that any action to adopt the 
amendments would allow an adequate lead time within 
which such plans might be revised to conform with such 
final amendments. 


Rule 16a-6 Certain Transactions Subject to Section 16(a) 
(17 CFR 240.16a6) 





3 The Commission anticipates that final amendments to the 
rules under Section 16 will be consistent with the final 
amendments Form S-8. 
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(a) [No change] 
(b) [No change] 


(c) Notwithstanding the foregoing, a statement need not be 
filed pursuant to Section 16(a) of the Act (1) by any person 
with respect to the acquisition, expiration, surrender to the 
issuer, or cancellation of any non-transferable quetted- 
restricted—er-ether stock option or a stock or a stock ap- 
preciation right granted by the issuer of the securities to 
which the option or right relates pursuant to a plan provided 
for the benefit of its employees or the employees of its af- 
filiates if such plan meets the conditions specified in Rule 
16b-3/a), (b) and (c), or (2) by any issuer with respect to any 
put, call, option or other right or obligation to buy or sell 
securities of which it is the issuer. As used in this paragraph 
(c), the term “plan”, shall have the meanings assigned to it 
in paragraph (d) of Rule 16b-3. 


(d) [No Change] 


* * *# # ©& 


Rule 16b-3 Exemption from Section 16(b) of acquisitions of 
shares of stock and stock options and stock appreciation 
rights under certain stock incentive, stock option or similar 
plans (17 CFR 8240.16b-3) 


Any acquisition of shares of stock (other than stock acquired 
upon the exercise of an option, warrant or right) pursuant to 
a steck-benus, profit sharing, retirement, incentive, thrift, or 
savings orsimilar plan, or a plan as defined in subparagraph 
(d)(1) hereof, or any acquisition, expiration, cancellation or 
surrender to the issuer, of a quatfied-ora+restricted stock op- 
tion or stock appreciation right granted in conjunction with a 
stock option pursuant to a 
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by a ieeeior | or officer ae the issuer of met staeh i or of 
option, shall be exempt from the operation of section 16(b) 
of the Act if the plan meets the following conditions: 


(a) [No change] 


(b) If Ithe selection of any director or officer of the 
issuer to whom stock may be allocated or to whom 
-quatfiedrestreted stock options and stock apprecia- 
tior rights erempleyee-stect_purehase_plan-steek-ep- 
4iens—may be granted pursuant to the plan, or the 
determination of the number of maximum number of 
shares of stock which may be allocated to any such 
director or officer or which may be covered by 


-qualified restricted stock options and stock apprecia- 


tion rights issued pursuant to a plan 


eremployes-steck 
purchase-plan-steck-oeptiens granted to any such direc- 
tor or officer, is subject to the discretion of any person, 
then such discretion shall be exercised only as follows: 
(1) With respect to the participation of directors— 
(i) [No change] 
(ii) [No change] 


(iii) otherwise in accordance with the plan if the plan 
(a) specifies the number or maximum number of 
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shares of stock which directors may acquire or which 


may be subject to -quatified—restreted-stock options 
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pact to directors and the seme upon car and 
the times at which, or the periods within which, such 
stock may be acquired or such options or rights may 
be acquired and exercised; or (b) sets forth, by formula 
or otherwise, effective and determinable limitations 
with respect to the foregoing based upon earnings of 
the issuer, dividends paid, compensation received by 
participants, option prices, market value of shares, 
outstanding shares or percentages thereof outstand- 
ing from time to time or similar factors. 


(2) With respect to the participation of officers who 
are not directors— 


(i) [No change] 


(ii) [No change] 


For the purpose of this paragraph, a director or com- 
mittee member shall be deemed to be a disinterested 
person only if such person is not at the time such dis- 
cretion is exercised eligible and has not at any time 
within one year prior thereto been eligible for selection 
as a person to whom stock may be allocated or to 
whom quatfied+restrcted stock options and stock ap- 
preciation rights .r—erployee—stock—purchase—plan 
-+teck-options may be granted pursuant to the plan or 
any other plan of the issuer or any of its affiliates en- 
titling the participants therein to acquire stock or 
quatfied—testreted stock options and stock apprecia- 
tion rights issued pursuant to a plan or empleyee-steck 
purchase-plan-steck-optiens of the issuer or any of its 


affiliates. 


(3) The provisions of this paragraph shall not apply 
with respect ;to any option or right granted, or other 
equity security acquired, prior to the date of the first 
registration of an equity security under Section 12 of 
the Act. 


(c) As to each participant or as to all participants the 
plan effectively limits the aggregate dollar amount or 
the aggregate number of shares of stock which may 
be allocated, or which may be subject to qtettied, 
+estreted, stock options and stock appreciation rights 
issued 

granted, pursuant to the plan. The limitations may be 
established on an annual basis, or for the duration of 
the plan, whether or not the plan has a fixed termina- 
tion date; and may be determined either by fixed or 
maximum dollar amounts or fixed or maximum 
numbers of shares or by formulas based upon earnings 
of the issuer, dividends paid, compensation received 
by participants, option prices, market value of shares, 
Outstanding shares or percentages thereof outstand- 
ing from time to time, or similar factors which will 
result in an effective and determinable limitation. Such 
limitations may be subject to any provision for adjust- 
ment of the plan or of stock allocable or options out- 
standing thereunder to prevent dilution or enlarge- 
ment of rights. 











(d) Unless the context otherwise requires, all terms 
used in this rule shall have the same meaning as in the 
Act or elsewhere in the General Rules and Regulations 
thereunder. In addition, the following definitions 
apply: 


(1) The term “plan” inehides-anyplan-whetherornot 
forth aa ; 


shall mean an option, bonus, appreciation or similar 
plan which meets the following conditions: 


(i) The plan must be set forth in a written document 
specifying the employees or class of employees eligi- 
ble to participate, the maximum aggregate amount of 
securities that may be offered thereunder and the 
price at which the securities may be offered or the 
method by which the price is to be determined: 


(ii) The plan must be approved by stockholders of the 
issuer within 12 months before or after securities are 
offered pursuant to the plan unless paragraph (a) 
hereof is applicable; amendments to the plan shall be 
similarly approved if the amendment: 


(a) Materially reduces the price at which the security 
may be offered: 


(b) Materially increases the number of securities 
which may be offered under the plan; or 


(c) Materially modifies the requirements as to eligibili- 
ty for participation in the plan. 


(iii) The plan must provide with respect to any option 
or similar right offered pursuant to the plan, that such 
option or right is now transferable other than by will or 
the laws of descent and distribution, and that it is ex- 
ercisable during the employee's lifetime only by him. 
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+8+ (2) The term “exercise of an option, warrant or 
right” contained in the parenthetical clause of the first 
paragraph of this rule shall not include (i) the making 
of any election to receive under any plan compensa- 
tion in the form of stock or credits therefor, provided 
that such election is made either prior to the making of 
the award or prior to the fulfillment of all conditions to 
the receipt of the compensation and, provided further, 
that such election is irrevocable until at least six 
months after termination of employment; (ii) the sub- 
sequent crediting of such stock; (iii) the making of any 
election as to the time for delivery of such stock after 
termination of employment, provided that such elec- 


tion is made at least six months prior to any such 
delivery; (iv) the fulfillment of any condition to the ab- 
solute right to receive such stock; or (v) the accep- 
tance of certificates for shares of such stock. 


(e) Any transactions involving solely the surrender 
and cancellation of stock options in conjunction with 
the exercise and cancellation of a stock appreciation 
right issued pursuant to a plan, and the receipt of cash 


’ awarded in connection with a stock appreciation right 


shall be exempt from the operation of Section 16(b) of 
the Act, as notd comprehended within the purpose of 
that section, if all the following conditions are met: 


Note: Nothing in this subparagraph (e) provides an 
exemption from Section 16(b) for the acquisi- 
tion of stock upon the exercise either of an op- 
tion or a stock appreciation right. 


(1) Information About the Issuer 


(i) That the issuer of the stock appreciation right be a 
reporting company pursuant to Section 13 of the Act, 
has been subject to these requirements for at least a 
year and has filed all reports and statements required 
to be filed pursuant to this section during that time 
period. 


(ii) That the issuer of the stock appreciation right ona 
regular basis does release for publication quarterly and 
annual summary statements of sales and earnings. 


(2) Limitations on the Options 


(i) The option price of the stock option which is 
offered in tandem with the stock appreciation right 
shall not be less than 100 percent of the fair market 
value of the issuer’s common stock on the date of 
granting such options; 


(ii) Neither the stock option nor the stock appreciation 
right shall be exercisable during the first year of its 
term; 


(iii) Neither the stock option nor the stock apprecia- 
tion right may be exercised by any person other than 
the optionee during his lifetime and shall not be 
transferable other than by will or the laws of descent 
and distribution. 


(iv) The value of the stock appreciation right, if deter- 
mined by reference to market prices of securities, 
must be established as of a date which corresponds 
with the date of exercise of such right. 


(3) Limitations on the Administrators of the Plan 


(i) A committee of the Board of Directors of the issuer 
designated for the purpose shall grant the options and 
stock appreciation rights and administer the plan; 


(ii) Such committee shall have sole discretion to con- 
sent to or disapprove the election of the optionee to 
surrender the stock options in conjunction with the ex- 
ercise of the stock appreciation right and receipt of 
cash pursuant to the plan; provided that the com- 
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mittee shall only grant such consent if: 


(a) two days (excluding Saturdays, Sundays and legal 
holidays) have lapsed from the date of the publication 
of the financial data specified in subsection (e)(1)(B) of 
this rule and 


(b) such election is dated within ten days (excluding 
Saturdays, Sundays and legal holidays) from the ex- 
piration of the two days referred to in (a) above. 


Note: The condition concerning publication as used in 
subsection (i) shall be deemed satisfied if the 
specified financial data appears (1) on a wire 
service, (2) in a financial news service, (3) in a 
newspaper of general circulation or (4) is 
otherwise made publicly available. 


(4) Compliance with other Conditions of Rule 16b-3 


The plan under which the options and stock apprecia- 
tion rights are granted shall meet the conditions 
specified above in Rule 16b-3(a), (b) and (c). 


**e# # # # 


The foregoing proposed actions are taken pursuant to the 
Securities Exchange Act of 1934, particularly Sections 
16(a), 16(b) and 23(a) thereof; the Public Utility Holding 
Company Act of 1935, particularly Sections 17(a), 17(b) 
and 20(a) thereof; and the Investment Company Act of 
1940, particularly Sections 30(f) and 38 thereof. 


All interested persons are invited to submit their views and 
comments concerning the amendments proposed herein in- 
cluding whether implementation of such amendments 
would involve additional costs to the issuer and whether the 
actions would have any impact or burden on competition. All 
communications should be addressed to George A. Fitzsim- 
mons, Secretary, Securities and Exchange Commission, 500 
North Capitol Street. Washington, D.C. 20549, no later than 
July 23, 1976. Reference should be made to File No. S7- 
629. All comments received will be available for public in- 
spection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12375/April 26, 1976 


Admin. Proc. File No. 34991 
In the Matter of 
SMW SECURITIES, INC. 


106 S. President Street 
Jackson, Mississippi 39205 
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ORDER IMPOSING REMEDIAL SANCTIONS ee 
In these proceedings under the Securities Exchange Act of a q 
1934 SMW Securities, Inc. (‘Respondent’), an applicant for 

registration with this Commission as a securities broker- 
dealer, has submitted an offer of settlement without admit- 
ting or denying the allegations of the Order for Public 
Proceedings which the Commission has determined to 
accept. 





On the basis of the order for proceedings and the offer of 
settlement, it is found that Respondent SMW Securities, Inc. 
willfully violated Sections 15(a) and 17(a) of the Securities 
Exchange Act of 1934 and Rules 17a-3 and 17a-11 
thereunder, and it is in the public interest to impose the 
sanctions specified in the offer of settlement. e@ 
Accordingly, it is ORDERED that the registration of SMW 

Securities, Inc. shall not become effective until after thirty 

days from the date of this Order Imposing Remedial Sanc- 

tions, to wit May 26, 1976. 


For the Commission, by its Secretary, pursuant to delegated €@ 
authority. 
George A. Fitzsimmons 
Secretary 





4 


¢@ 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12376/April 26, 1976 


Administrative Proceeding é 
File No. 3-4770 


In the Matter of 


CHARTERED NEW ENGLAND CORP. 
MILTON BOMBACK 

ROBERT L. SCHEINMAN 

ROBERT L. GARDNER ’ 
WILLIAM C. KRETSCHMER, JR. 


ORDER IMPOSING REMEDIAL SANCTIONS ‘ 


In these broker dealer proceedings under the Securities Ex- 

change Act of 1934 (“Exchange Act’’) respondent William } 
C. Kretschmer, Jr. (‘“Kretschmer’’) has submitted an offer of , 
settlement, without admitting or denying the allegations in 
the Order for Proceedings, which the Commission has deter- 
mined to accept. 


On the basis of the Order for Proceedings and the offer of } 
settlement it is found that Kretschmer willfully violated and \ 
willfully aided and abetted violations of Section 17(a) of the 
Securities Act of 1933 (‘Securities Act’) and Section 10(b) 
of the Exchange Act and Rule 10b-5 thereunder in connec- 
tion with the sale of the securities of Audio Media Corp., and 
that it is in the public interest to impose the sanctions 
specified in the offer of settlement.’ 





‘The findings herein are not binding on any other respon- 
dent named in these proceedings. 








Accordingly, IT |S ORDERED that: 


Kretschmer be, and he hereby is, suspended from 
association with any broker or dealer for a period of six 
months after the effective date of this order provided 
that after six months, he may associate with a broker 
or dealer in a non-supervisory capacity upon a show- 
ing to the Commission of adequate supervision, and 
thereafter is barred from association with a broker or 
dealer in a supervisory capacity, provided that after 
eighteen months he may apply to the Commission to 
be so associated. 


This order shall be effective at the opening of business 
on the second Monday after the date of this order. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12377/April 26, 1976 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
Elevén Wall Street 
New York, New York 10005 


(SR-NYSE-76-16) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 11, 1976, the New York Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 (the “Act’’), as amended 
by the Securities Acts Amendments of 1975, and Rule 19b- 
4 thereunder, copies of a proposed rule change. The pro- 
posed rule change would permit Exchange members, with- 
out Exchange approval, to share unsegregated office space 
and other expenses with non-securities organizations or in- 
dividuals and to share segregated office space with non- 
members in a securities or commodities business. 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by 
publication of a Commission Release (Securities Exchange 
Act Release No. 12205 (March 15, 1976)) and by publica- 
tion in the Federal Register (41 Fed. Reg. 11898 (March 22, 
1976)). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes, and in particular, the requirements of Section 6 
and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b )(2) 


of the Act, that the proposed rule change filed with the Com- 
mission on March 11, 1976, be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12378/April 28, 1976 


(File S7-613) 


NOTICE OF EXTENSION OF TIME FOR SUBMISSION OF 
VIEWS ON SECTION 11(a) OF THE ACT GENERALLY. 


On January 27, 1976, the Commission published Securities 
Exchange Act Release No. 12055 announcing, among other . 
things, the adoption of Temporary Securities Exchange Act 
Rule 11a1-1(T), the proposal of Securities Exchange Act 
Rule 11a1-2 and an amendment to Securities Exchange Act 
Rule 17a-3(a)(9), and a request for comment on Section 
11(a) generally. The Commission invited interested persons 
to submit written views, data, and arguments with respect 
to these temporary and proposed rules (and amendment) or 
in response to the questions posed or otherwise raised by 
Section 11(a) of the Securities Exchange Act of 1934. The 
time originally specified for submitting such comments ex- 
pires on May 1, 1976. 


In view of the complexity of the subject matter of the 
Release and requests for additional time within which to 
submit such comments, the Commission has determined to 
extend the comment period with respect to questions posed 
by the Commission or otherwise raised by Section 11(a) un- 
til June 15, 1976. Persons wishing to make written sub- 
missions should file six copies thereof with George A. Fitz- 
simmons, Secretary of the Commission, Room 892, 500 
North Capitol Street, Washington, D.C. 20549, with 
reference to Commission File No. $7-613. Copies of all sub- 
missions will be made available in the Commission's Public 
Reference Section, Room 6106, 1100 L Street, N.W., 
Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12379/April 27, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
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PBW STOCK EXCHANGE, INC. File No. SR-PBW-76-5 


The PBW Stock Exchange, Inc. (“PBW") submitted on 
March 19, 1976 proposed rule changes under Rule 19b-4 to 
permit the trading of options whose underlying securities are 
traded in the over-the-counter market but which otherwise 
meet all of the present criteria for the approval of underlying 
stocks. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 3, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule changes or institute proceedings to deter- 
mine whether the proposed rule changes should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of publication in the Federa/ 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-PBW-76-5. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 i Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12380/April 27, 1976 


In the Matter of 


MIDWEST STOCK EXCHANGE, INC. 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-76-2) 
ORDER APPROVING PROPOSED RULE CHANGE 


On January 26, 1976, the Midwest Stock Exchange, Inc. 
(the ““MSE”) filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934, as amended 
by the Securities Acts Amendments of 1975 (the “Act’’), 
and Rule 19b-4 thereunder, copies of a proposed rule 
change. The MSE proposal would amend Rule 1 of Article 
XXV of the MSE Rules to prohibit the imposition of any odd- 
lot differential on odd-lot market orders received before the 
opening of trading for execution at the opening of trading. 


Notice of the proposed rule change was given by publication 
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of a Commission release (Securities Exchange Act Release 
No. 12051 (January 27, 1976)), and notice of the proposed 
rule change together with the terms of substance of the rule 
change was given by publication in the Federa/ Register (40 
FR 4986 (February 3, 1976)). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes, and, in particular, the requirements of Section 6 
and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above mentioned proposed rule change 
be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12381/April 27, 1976 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-AMEX-76-3) 
ORDER APPROVING PROPOSED RULE CHANGE 


On January 26, 1976, the American Stock Exchange, Inc. 
(the ‘“AMEX") filed with the Commission, pursuant to Sec- 
tion 19(b) of the Securities Exchange Act of 1934, as 
amended by the Securities Acts Amendments of 1975 (the 
“Act’), and Rule 19b-4 thereunder, copies of a proposed 
rule change. The AMEX proposal would amend Rule 205 to 
prohibit the imposition of any differential on the following 
types of odd-lot orders: buy on offer, sell on bid, limited 
order to buy on offer, limited order to sell on bid, and orders 
filled at the opening. 


Notice of the proposed rule change was given by publication 
of a Commission release (Securities Exchange Act Release 
No. 12047 (January 27, 1976)), and notice of the proposed 
rule change together with the terms of substance of the rule 
change was given by publication in the Federa/ Register (40 
FR 5161 (February 4, 1976)). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes, and, in particular, the requirements of Section 6 
and the rules and regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 19(b)(2) 
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of the Act, that the above mentioned proposed rule change 
be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12382/April 27, 1976 


Administrative Proceeding File No. 3-4979 
In the Matter of 


UNITED COIN SERVICES, INC. 
(81-202) 


ORDER GRANTING APPLICATION PURSUANT TO 12(h) 
OF THE 1934 ACT 


The Securities and Exchange Commission has issued an 
order granting the application of United Coin Services, Inc. 
(“Applicant’’), a Delaware corporation, pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as amended 
(the 1934 Act’’), for an exemption from the provisions of 
Section 15(d) of the 1934 Act. 


It appears to the Commission that the requested exemption 
is not inconsistent with the public interest and the protection 
of investors in view of the fact that there is no longer any 
trading activity in the securities of the Applicant, thorough 
disclosure of the Applicant's financial position was made in 
the registration statement and proxy materials used in con- 
nection with the merger of the Applicant into Solon 
Automated Services, Inc., and the operations of the Appli- 
cant will be reflected in the periodic reports filed by Solon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12383/April 28, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
PACIFIC CLEARING CORPORATION (File No. SR-PCC-76- 
a 


The Pacific Clearing Corporation (“PCC’’) submitted, on April 
12, 1976, pursuant to Rule 19b-4 under the Securities Ex- 
change Act of 1934 (the ‘‘Act’’), a proposed rule change to 
amend its by-laws. The revisions are intended to enable the 
corporation to conduct its business more efficiently in 
cooperation and coordination with persons engaged in clear- 
ing and settlement and to provide a higher degree of protec- 
tion to investors in the safeguarding of securities and funds. 


Publication of the submission is expected to be made in the 


Federal Register during the week beginning May 3, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
one days from the date of publication in the Federa/ 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 


_ be made to File No. SR-PCC-76-4. 


Copies of the submission, with accompanying exhibits, and 
of all written comments will be available for public inspec- 
tion at the Securities and Exchange Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, D. C. 
Copies of the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12384/April 28, 1976 


NOTICE OF WITHDRAWAL OF PROPOSED 
AMENDMENTS TO RULE 10a-1 UNDER THE SECURITIES 
EXCHANGE ACT OF 1934 


NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission has determined to withdraw certain 
proposed amendments to Rule 10a-1 under the Securities 
Exchange Act of 1934 (the ‘“Act’’). Rules 3b-3; 10a-1, and 
10a-2 under the Act comprise the Commission's short sale 
rules. 


The amendments withdrawn today were proposed on June 
12, 1975,' in conjunction with the Commission's adoption 
of certain amendments to Rules 10a-1 and 10a-2 designed 
to provide for comprehensive regulation of all short sales of 
securities as to which last sale information is to be reported 
in the consolidated transaction reporting system (the “‘con- 
solidated system’) contemplated by Rule 17a-15 under the 
Act, regardless of the market in which such short sales are 
effected.? The first of the proposed amendments would have 
altered the reference point for application of the “‘tick’’ test 
under paragraph (a)(1) of Rule 10a-1 for purposes of deter- 
mining the permissibility of a short sale by permitting the 
test to be applied to either the last sale reported in the con- 
solidated system or the last sale in the market in which the 
short sale is to be effected (treating the over-the-counter 


‘Securities Exchange Act Release No. 11468 (June 12, 
1975). 





2 See id. Those amendments become effective on April 30, 
1976, the date on which last sale information is deemed to 
be ‘‘made available” on a real-time basis within the meaning 
of paragraph (a) of Rule 10a-1. See Securities Exchange Act 
Release No. 12138 (February 25, 1976). 
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market as a single market).? The second proposal would 
have amended the exemption afforded by paragraph (e)(5) 
of Rule 10a-1 to permit equalizing short sales on a limited 
basis by persons other than specialists and market makers.* 


The Commission received a number of comments with 
respect to the proposals, and convened a public meeting to 
discuss the proposals and related issues with represen- 
tatives of various self-regulatory organizations.® Based on 
the Commission's review of the comments received and of 
the presentations made at the recent public meeting, the 
Commission has determined that it does not appear to be 
either necessary or appropriate in the public interest or for 
the protection of investors to adopt the proposed 
amendments at the present; accordingly, the proposed 
amendments have been withdrawn. 


In reviewing the proposed amendments, the Commission 
has considered whether short sale regulation as currently in 
effect continues to be necessary or appropriate in the public 
interest or for the protection of investors in view of the im- 
proved reporting of transactions in listed securities and the 
development of more sophisticated techniques for market 
surveillance by the Commission and the various self- 
regulatory organizations. The Commission has concluded 
that the continuation of the short sale rules, and regulation 
of short selling, may no longer be required except perhaps in 
certain limited circumstances (e.g., in connection with un- 
derwritten offerings, and possibly other circumstances®) and 
that it may well be that the types of harmful conduct intend- 
ed to be prevented by short sale rules can be checked 
without recourse to such regulation. Accordingly, the Com- 
mission is attempting to formulate for public comment a 
proposed program to suspend short sale regulation to the 
degree necessary to provide a meaningful basis for 
evaluating the impact of short selling and the efficacy of ex- 
isting short sale regulation and to gather evidence as to 
whether short sale regulation of the type currently provided 
by Rule 10a-1 is needed in today’s regulatory environment.’ 
Such a program would provide for detailed monitoring of 
short sale activity after its initiation. Until such time as the 
Commission formally adopts such a program, however, Rule 
10a-1 under the Act will remain in full force and effect, and 
all persons must effect short sales in compliance with the 
provisions of that rule (as amended on June 12, 1975). 


By the Commission. 


George A. Fitzsimmons 
Secretary 





3 Securities Exchange Act Release No. 11468 (June 12, 
1975) at 5-6. 


“Id. at 7-8. 


5 See Securities Exchange Act Release No. 12342 (April 14, 
1976). That meeting was held on April 26, 1976. 


® See, e.g., Securities Exchange Act Release No. 11328 
(April 2, 1975). 


’ See Securities Exchange Act Release No. 11276 (March 5, 
1975). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12385/April 18, 1976 


Roderick M. Hilis, Chairman of the Securities and Exchange 
Commission announced today the appointment of Robert M. 
Fomon as a member of the National Market Advisory Board 
to replace John E. Leslie, who resigned from the Board for 
reasons of ill health on February 23, 1976. 


Mr. Fomon currently serves as President and Chief Executive 
Officer of E. F. Hutton & Company Inc., positions which he 
has held continuously since 1970. Mr. Fomon has also held 
a wide variety of positions of leadership in the securities in- 
dustry, including that of Chairman of the Pacific Stock Ex- 
change. In announcing Mr. Fomon’s appointment, Chairman 
Hills indicated that Mr. Fomon’s extensive experience in the 
securities industry is expected to be of great aid to the Board 
in its future deliberations. 


The National Market Advisory Board was created in August, 
1975, to furnish its views to the Commission on significant 
regulatory proposals, to study and make recommendations 
to the Commission as to the steps the Board finds ap- 
propriate to facilitate the establishment of a national market 
system, and to report to Congress on the possible need for 
modification of the scheme of self-regulation of the 
securities markets. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12386/April 28, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5700/April 28, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12387/April 29, 1976 


NOTICE OF FILING AND SUMMARY EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE BOSTON EXCHANGE 


File No. SR-BSE-76-8 


The Boston Stock Exchange (the “BSE"’) submitted on April 
28, 1976 a proposed rule change under Rule 19b-4 to 
eliminate those provisions establishing minimum com- 
missions which must be charged by members for the execu- 
tion of business on the BSE for other members. 


The foregoing rule change has become effective, pursuant to 
Section 19(b)(3)(B) of the Securities Exchange Act of 1934 
(the ‘‘Act’’). At any time within sixty days of the filing of such 
proposed rule change, the Commission may summarily 
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abrogate such rule change if it appears to the Commission 
that such action is necessary or appropriate in the public in- 
terest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Act. 


In Release 34-11203 (January 23, 1975) the Commission 
announced the adoption of Rule 19b-3 under the Act which 
prohibits as of May 1, 1975 registered national securities 
exchanges from prescribing fixed rates of commission on 


securities transactions (except for floor brokerage com-: 


missions). That rule prohibits exchanges from prescribing 
fixed floor brokerage commission rates as of May 1, 1976. 
Section 6(e) of the Act as amended by the Securities Acts 
Amendments of 1975 also prohibits, as of May 1, 1976, an 
exchange from imposing or fixing floor brokerage commis- 
sion rates. This rule filing is designed to bring the BSE rules 
into compliance with the requirements of Section 6(e) and 
Rule 19b-3. The Commission therefore finds that is 
necessary for the protection of investors and the 
maintenance of fair and orderly markets that this rule 
change be put into effect summarily. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 3, 1976. Interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 25 days from 
the date of publication in the Federa/ Register. Persons 
desiring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-BSE-76-8. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12388/April 29, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5701/April 29, 1976 
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Release No. 12389/April 29, 1976 
Admin. Proc. File No. 3-4473 
In the Matter of 


INTERNATIONAL SHAREHOLDERS SERVICE 
CORPORATION 

538 Florida National Bank Building 

Jacksonville, Florida 

(8- 16150) 


HOWARD M. JENKINS 

OPINION OF THE COMMISSION 
BROKER-DEALER PROCEEDINGS 
Sales of Unregistered Securities 
Intrastate exemption 

Section 3(a)(11) of the Securities Act 


Violations of the Securities Act Distinguished from Willful 
Violations of that Statute 


Willfulness 


Where a broker-dealer and its controlling person sold un- 
registered securities in reliance on the intrastate exemption 
from the Securities Act's registration and prospectus- 
delivery requirements created by Section 3(a)(11) of that 
statute, and where claimed exemption was actually un- 
available because of the issuer's contemporaneous sales of 
the same issue to out-of-state residents, he/d, respondents 
violated the Securities Act, but their violations were not 
willful because it was the issuer's acts not theirs that 
rendered the claimed exemption unavailable and because 
they neither knew nor had reason to know of the issuer’s 
violative conduct. 


Mistake 
Mistake of Law Distinguished from Mistake of Fact 


Erroneous but reasonable belief that an issue of securities is 
being offered only to residents of a single state precludes a 
finding of willfulness. 


Reporting Requirements 


Reports of Financial Condition Required by Rule 17a-5 un- 
der the Securities Exchange Act 


Extensions of Time 
Deficient Filings 


Where Commission received request for extension of time 
within which to file annual financial report required by its 
Rule 17a-5 after report was due but where such request 
would in the normal course of things have reached the Com- 
mission on time, and where lateness appears to have been 
attributable solely to unusual delays in the mails and at the 
Commission's offices, he/d, denial of requested extension 


SEC DOCKET/497 








predicated solely on lateness was erroneous, and resulting 
charge of failure to file report on time, dismissed. 


Where a financial report required by Rule 17a-5 was filed on 
time albeit in deficient form, charge of late filing, dismissed, 
because deficiencies were not basic enough to sustain a 
charge of failure to file. 


Where request for an extension of time within which to file 
annual report required by Commission’s Rule 17a-5 was 
denied after the expiration of the ten-day period referred to 
in subdivision (d) of that rule, he/d, denial a nullity so that the 
request for an extension must be deemed to have been 
granted. 


Grounds for Remedial Action 
Public Interest 
Practice and Procedure 


Scope of the Issues Considered in Remedial Proceedings un- 
der the Securities Exchange Act 


Where the order that instituted remedial broker-dealer 
proceedings raised no fraud issue and allegations therein 
related solely to the Securities Act’s registration and 
prospectus-delivery requirements and to the financial repor- 
ting obligations that the Exchange Act imposes on 
registered brokers and dealers, held, hearing officer's 
references to circumstances that he deemed present in the 
case, which were, however, irrelevant to those issues, were 
clearly erroneous. A wide variety of factors can properly be 
considered on the question of sanctions. But it is grossly im- 
proper to look at derelictions that were never charged, let 
alone found. 


Practice and Procedure 
Rules of Practice 
Scope of Review 


Where the Commission's staff contended that sanctions im- 
posed by the administrative law judge were inadequate but 
had not sought review on that issue, and where Commission 
had not chosen to review the sanctions’ possible inadequacy 
on its own motion, held, question of inadequacy is not 
before the Commission and arguments addressed to that 
issue cannot be considered by it. Rule 17(g) of the Com- 
mission’s Rules of Practice so provides. 


APPEARANCES: 
Charles J. Hecht, for respondents. 


Michael J. Wolensky and Charles G. Harper, for the Division 
of Enforcement of the Commission. 


International Shareholders Services Corporation (‘the firm’) 
and Howard M. Jenkins, the firm’s chief executive and prin- 
cipal stockholder, appeal from an administrative law judge’s 
initial decision holding that: 


(A) They willfully violated the Securities Act's 
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registration and prospectus-delivery requirements by 
offering, selling, and delivering after sale the 12% 
promissory notes of Continental Land Management 
Corporation and Continental Land Development One, 
Inc. (hereinafter referred to collectively as “Continen- 
tal’) when no Securities Act registration statement 
had ever been filed with respect to those securities. 


(B) The firm willfully violated Section 17(a) of the 
Securities Exchange Act and our Rule 17a-5 
thereunder by failing to file on time three of the annual 
reports of financial condition required by that rule. 


(C) Jenkins willfully aided and abetted the willful 
violations referred to in the preceding paragraph. 


(D) The firm's registration as a broker and dealer 
should be suspended for six months. 


(E) Jenkins should be suspended from association 
with any broker or dealer for that same six months.' 


For the reasons stated below, after an independent 
review of the record, we agree with the appellants that 
the initial decision is erroneous and that the 
proceedings must be dismissed.” 

It. 


The Securities Act phase of the case revolves around the 
following circumstances: 
(1) Continental, a Florida corporation in the business 
of subdividing raw Florida land and selling it on the in- 
stallment plan to people who wanted (or who were in- 
duced to think that they wanted) to own land in 
Florida, needed money. 


(2) Continental raised that money by selling its 
aforementioned 12% promissory notes to the public. 


(3) It sold those notes through a number of brokers, 
who acted as agents for it. 


(4) Those brokers, of whom the firm was one, knew 
that the notes were not registered under the Securities 
Act. 


(5) However, they were assured that their selling ac- 
tivities would be proper and lawful, provided that the 
notes were offered and sold only to bona fide residents 
of Florida. 


‘Our staff considers these sanctions inadequate. But no 
petition for review raising that issue was ever filed with us. 
Nor did we undertake to review the possible inadequacy of 
the sanctions on our own motion. Hence we have no power 
to do so now. This follows from Rule 17(g)(1) of our Rules of 
Practice, which provides that ‘Review by the Commission of 
an initital decision by a hearing officer shall be limited to the 
matters specified in the order for review. On notice to all par- 
ties, however, the Commission on review may raise and 
determine any other matters which it deems material, with 
opportunity for written or oral argument thereon by the par- 
ties.” See Leo Glassman, Securities Exchange Act Release 
No. 11929 (December 16, 1975), 8 SEC Docket 735,737 n. 
14. 





? Briefs were filed, and oral argument heard. 
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(6) Respondents, who were themselves Floridians, 
confined their offers and sales of Continental's notes 
to their fellow Floridians. 


(7) And so far as we can tell from the record before 
us, the other brokers involved were also careful to aim 
their sales effort solely at Florida residents. 


(8) But Continental did not rely entirely on the 
brokers’ efforts. It conducted a parallel sales campaign 
of its own. In the course of that drive Continental sold 
to at least nine people who resided in states other 
than Florida. Moreover, Continental actually knew (not 
merely should have known) that those people were 
Floridians. 


The foregoing shows that the exemption on which the 
respondents relied was in fact unavailable. There was but 
one issue of securities involved.? And ‘a basic condition of 
the exemption is that the entire issue [emphasis in the 
original] ... be offered and sold exclusively to residents of 
the state in question.’* It follows that respondents’ Con- 





3 As we said in Securities Act Release No. 4434, Section 
3(a}(11) Exemptions for Local Offerings (December 6, 
1961): ‘Whether an offering is ‘a part of an issue’, that is, 
whether it is an integrated part of an offering previously 
made or proposed to be made ... depends essentially upon 
whether the offerings are a related part of a plan or program. 
Unity Gold Corporation, 3 S.E.C. 618, 625 (1938); Peoples 
Securities Company, Securities Exchange Act Release No. 
6176, February 10, 1960 [now reported in 39 S.E.C. 641, 
651-652, affirmed sub nom. Peoples Securities Company v. 
S.E.C., 289 F. 2d 268 (C.A. 5, 1961)]. Thus the exemption 
should not be relied upon in combination with another ex- 
emption for the different parts of a single issue where a part 
is offered or sold to nonresidents. 


“The determination of what constitutes an ‘issue’ is not 
governed by state law. Shaw v. U.S., F.2d 476, 480 (C.A. 9, 
1942). Any one or more of the following factors may be 
determinative of the quetion of integration: (1) are the 
offerings part of a single plan of financing; (2) do the 
offerings involve issuance of the same class of security; (3) 
are the offerings made at a or about the same time; (4) is the 
same type of consideration to be received; and (5) are the 
offerings made for the same general purpose.” 


Here all of the five factors identified in the foregoing extract 
lead to the conclusion that the notes that Continental sold 
through its own efforts and those that it sold through the 
respondents were parts of the same issue. 


* Quoted from the release cited in the preceding footnote. 
Section 3(a)(11) itself reads: [T]he provisions of this title 
shall not apply to ... any security which is part of an issue 
offered and sold only [emphasis added] to persons resident 
within a single State or Territory, where the issuer of such 
security is a person resident and doing business within, or if 
a corporation, incorporated by and doing business within 
such State or Territory.” As preliminary note 3 to our Rule 
147 under the Securities Act points out, ‘The legislative 
history of that Section suggests that the exemption was in- 
tended to apply only to issues genuinely local in character, 
which in reality represent local financing by local industries, 
carried out through local investments.’ (Emphasis added.) 


tinental merchandising effort violated Section 5 of the 
Securities Act. 


But violations cannot become a predicate for disciplinary ac- 
tion unless we find them “willful.’° Respondents maintain 
that their violations of the Securities Act were not willful. 
We agree. 


Our staff’s contention to the contrary is founded on the well- 
settled proposition that the word “willfully” in Section 15(b) 
of the Exchange Act ‘means intentionally committing the 
act which constitutes the violation.’ The argument runs as 
follows: 


(1) The acts that constituted the violations were 
respondents’ offers and sales of Continental's un- 
registered notes. 


(2) And respondents intended to make those offers 
and those sales. Their Continental activities were con- 
scious and volitional. No one coerced them. Nor does 
Jenkins claim that he was not in full possession of his 
faculties. 


(3) Moreover, respondents admit that they knew that 
the notes were unregistered. 


(4) Q.£.D.—they willfully violated the Securities Act. 


This line of reasoning rests on the familiar principle that ‘No 
showing of an intention to violate the law need be made in 
order to support a finding of ‘willfulness’ in an administrative 
proceeding under the Exchange Act’ and, consequently, 
that willfulness “does not require proof of evil motive, or in- 
tent to violate the law, or knowledge that the law was being 
violated.’"® Under these principles, if respondents had 
themselves offered or sold notes to persons who were not 
residents of Florida, it would be no defense even on the 
issue of ‘willfulness” for them to contend that they did not 
know that sales or offers to nonFloridians would result in a 
violation of the registration requirements. But that is not this 
case. And we believe that applying that line of reasoning to 
these facts leads to an unsound result. 


Although exemption under Section 3(a)(11) was lost in this 
case, making respondents’ sales of the notes a violation, this 
was solely caused by the actions of another person, Con- 
tinental. Respondents were unaware of those actions and 
had no control over them. Indeed, even had respondents 
conducted a reasonable investigation into the conduct of 
Continental, it appears from the record that they could not 
have discovered that Continental was making sales to out- 
of-state purchasers because of Continental's elaborate ef- 
forts to create an impression of compliance with the exemp- 
tion. 


5 Sections 15(b)(4) and 15(b)(6) of the Exchange Act, as 
amended. 


6 Tager v. S.E.C., 344 F.2d 5, 8 n. 16 (C.A. 2, 1965), affirm- 
ing our decision in Sidney Tager, 42 S.E.C. 132 (1964). 





7 A. J. White & Co., Securities Exchange Release No. 10645 
(February 15, 1974), 3 SEC Docket 550, 551 n. 5. 


8 Loss, Securities Regulation 3368 (1969 supp.). 
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In these circumstances, a finding that respondents’ 
violations were “willful” would deprive that term of any 
significant meaning. True, a broker-dealer participating in an 
unregistered distribution of securities purportedly made in 
reliance on an exemption from the Securities Act's registra- 
tion requirements must exercise considerable care to see to 
it that the exemption is in fact available. This means that 
these are situations in which the totality of the cir- 
cumstances necessitates inquiries and investigations with 
respect to the issuer's entire course of conduct. 


But no showing of such circumstances has been made here.® 
Hence it follows that respondents’ violations cannot be 
found “willful.” Our cases, although not explicit, are in ac- 
cord.'° 





° The administrative law judge seems to have been strongly 
influenced by the fact that Jenkins made no effort to find out 
what Continental was doing. His initial decision says: 


“Of ... serious import is that Jenkins entered into 
these transactions with very little knowledge of the 
finances and the general business of: the issuer. His 
knowledge ... was vague, and he did not adequately 
investigate. .. .Here was a situation which required ex- 
treme caution. . . .and careful investigation before sell- 
ing these notes to unwary investors.” 


It is true that a broker-dealer has a duty to make sufficient 
inquiry about an issuer to supply him with a reasonable basis 
for recommending that issuer's securities to his customers. 
But that duty is not in issue here. The order for proceedings 
in this case makes no fraud allegation. Nor does it raise any 
issue that can possibly be deemed to challenge the ade- 
quacy of respondent's investigation of Continental's 
finances. Hence the foregoing quotation from the ad- 
ministrative law judge’s opinion has no bearing on the 
questions presented for decision. 


‘© Consider, for example, the cases in which several persons 
sell an unregistered security in reliance on the so-called 
“private placement” exemption given by Section 4(2) of the 
Securities Act and in which one of those persons fails to 
adhere to the stringent limitations that surround that exemp- 
tion. His failure vitiates the claimed exemption. It follows 
that all of the sellers violated the Securities Act. But it does 
not follow that all of them did so willfully. In analyzing these 
cases we have never imputed one man’s willfullness to his 
fellow sellers. On the contrary, we have always looked at the 
facts and the circurnstances of each person's case to see 
whether what he did (not what someone else did) could fair- 
ly be deemed willful. See, e.g., 8. Baruch & Company, S.E.C. 
13 (1966); John R. Brick, Securities Exchange Act Release 
No. 11763, Investment Advisers Act Release No. 483 (Oc- 
tober 24, 1975), 8 SEC Docket 240. 


Even more in point are the broker-dealer cases in which we 
have heretofore dealt with the very claim that these 
respondents make here, i.e., that offers and sales of un- 
registered securities should not be deemed to have been 
made in willful violation of the Securities Act because the 
offerors and the sellers believed that the intrastate exemp- 
tion was available. When we have rejected that claim and 
have found willful violations on the respondent's part, we 
have done so not because somebody or other made imper- 
missible out-of-state sales but because our study of the 
evidence led us to conclude that the particular respondent 
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before us “‘knew or should have known that no exemption 
under Section 3(a)(11) was available.” Armstrong, Jones & 
Co. 43 S.E.C. 888, 894 (1968), affirmed sub nom. 
Armstrong, Jones & Co. v. S.E.C., 421 F.2d 359 (1970), 
cert. denied, 398 U.S. 958. Our second Armstrong, Jones 
opinion (43 S.E.C. 993 (1968))denying the respondents’ 
application for a rehearing made this very clear. There we 
pointed out first that the circumstances were sufficient to 
put Itin [one of the respondents] on notice that the purported 
purchaser was acting on behalf of non-residents. We then 
observed that we had not attributed ‘to petitioners any 
knowledge of the transactions involving non-residents which 
were effected by Owens (who owned the firm that un- 
derwrote the offering . . .) and that this was so even though 
Owens “was then a controlling person of registrant.” 43 
S.E.C. at 994. 





IV. 


Section 17(a) of the Exchange Act and our Rule 17a-5 
thereunder obligate every registered broker and dealer to file 
an annual report of financial condition with us. Here one of 
the firm's reports is alleged to have been filed 24 days late. 
Another is said to have been 119 days late. And a third was 
allegedly 488 days overdue. 


These allegations are serious because ‘The requirement that 
financial reports be filed on time... is a keystone of the sur- 
veillance of registered broker-dealers with which we are 
charged in the interest of affording protection to investors, 
and full compliance with it is essential.'' However, we 
recognize that circumstances alter cases and that an inflexi- 
ble rule mandating filing within the prescribed period—no 
matter what—would be overly harsh. Accordingly, the rule 
provides for extensions of time. 


This provision is found in subdivision (d) of Rule 17a-5, 
which reads: 


“In the event any... broker or dealer finds that he 
cannot file his report for any year within the time 
specified ... without undue hardship, he may file with 
the Commission an application for an extension of 
time to a specified date which shall not be more than 
90 days after the date as of which his financial condi- 
tion is required. The application shall state the reasons 
for the requested extension and shall contain an 
agreement to file the report on or before the specified 
dat. The application shall be deemed granted unless 
the Commission, within ten days after receipt thereof, 
enters an order denying the application.” 


The foregoing quotation is pertinent to two of the three late 
filing charges before us. The first of those charges involved 
the firm's initial 17a-5 report, which was concededly filed 
24 days after the date called for by Rule 17a-5(a)(1)(i). 
Respondents defend by pointing out that: 


(A) They asked for an extension; and 


(B) The report was filed long before the 90-day max- 
imum for extensions had run out. 


Our staff replies that the extension request was a nulli- 


''W. E. Leonard & Co., 39 S.E.C. 726, 727 (1960). See also 
John J. Murphy, 38 S.E.C. 430 (1958); Wanda O. Olds, 37 
S.E.C. 23 (1956). 
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ty because it was denied. Respondents rejoin that it 
was the denial that was the nullity. They say that the 
case should be treated as though their request had 
been granted. 


The facts are as follows: 


(1) The report was due on June 1, a Tuesday.'? Thus 
any request for an extension was also due on that - 
date. 


(2) But our records show that the firm’s extension 
request was stamped in as received by our Atlanta 
Regional Office on June 2—one day too late. 


(3) Hence our staff denied the extension.’ The letter 
in which it did so said: “Since your request for an ex- 
tension was received subsequent to the expiration of 
the initial filing period, we are unable to grant the ex- 
tension as requested.” No other reason for denial was 
stated. 


(4) However, the firm’s request for an extension was 
deposited in the mails in Jacksonville on Friday, May 
28. Hence in the normal course of things that request 
should have arrived in Atlanta by the following Tues- 
day, June 1, the date on which it was due. 


We are aware of the provision in our Rule 0-3 under the Ex- 
change Act that “the date on which papers are actually 
received by the Commission shall be the date of filing 
thereof. .. .’” However, under the circumstances of this case, 
including the intervention of a federal holiday and the fact 
that the request appears to have been mailed in due course, 
we are unable to conclude that the date on which the docu- 
ment in question was stamped as received by the Commis- 
sion was, in fact, the date on which that document was ‘‘ac- 
tually received” and that the document could not have been 
received one day earlier. Consequently, we find that the first 
of the late filing charges should be dismissed. 


As previously noted, another late filing charge also turns on 
what Rule 17a-5(d) says about extensions of time. Here 
again the firm asked for an extension. And here too its re- 
quest was denied. To make the analogy even closer, in this 
instance, as in the previous one, the denial was a nullity, and 





'2 When computed by reference to the tests that appear in 
Rule 17a-5, the report was due on May 31. However, May 
31, a Monday, was Memorial day, a federal holiday. That ex- 
tended the due date to the following day. Our Rule 0-3 un- 
der the Exchange Act (17 C.F.R. § 240.0-3) provides in per- 
tinent part that “if the last day on which papers can be 
accepted as timely filed falls on a Saturday, Sunday or holi- 
day, such papers may be filed on the first business day 
following.” Rule 22(j) of our Rule of Practice, applicable to 
adjudicatory proceedings such as these, is to the same 
effect. 


'3 Rule 17a-5(d) still speaks in terms of the Commission 
entering “an order denying the application” —“within ten 
days after receipt thereof.” But we have delegated the 
authority “to consider applications by brokers and dealers 
for extensions of time within which to file reports required by 
Rule 17a-5, and to grant, and to authorize the issuance of 
orders denying such applications” to our regional ad- 
ministrators. 17 C.F.R. § 200.30-6(c). 


the request for an extension must be treated as though it 
had been granted. 


Here our Atlanta Regional Office received the firm’s request 
for an extension of time on February 20. On February 28, a 
letter denying that request for failure to comply with certain 
formal requisites was prepared. But though that letter was 
dated February 28, the record shows that it was not mailed 
until March 4. By that time it was too late. The last sen- 
tence of Rule 17a-5(d) states that “The application shall be 
deemed granted unless the Commission within ten days 
after receipt thereof, enters an order denying the 
application.” The function of dealing with these matters hav- 
ing been delegated to our regional administrators,’* the 
burden is on them and on their staffs to get their denial 
letters into the mails within the prescribed ten-day period.'® 
Here that burden was not met. Hence the firm had its exten- 
sion. 


It is suggested that even if the firm had its extension, as we 
hold it did, the report was still late. This contention rests on 
the fact that this report was first filed in deficient form and 
on the further fact that a report that our staff considered fully 
acceptable did not arrive until 119 days after the initial due 
date. The theory that if a 17a-5 report is not absolutely im- 
peccable when first filed, it is ipso facto late comes up again 
in connection with the third and the last of the late filing 
before us. Indeed, that one rests entirely on the concept that 
a deficient filing is no filing at all. The report came in on time. 
But it was deficient in several respects. 


Reports under Rule 17a-5 must be in proper form.'® A report 
that is grossly and palpably deficient, e.g., one that does not 
meet the minimum audit requirements prescribed by the rule 
or that is not certified by an independent accountant, is no 
report at all.'? We think it axiomatic that a registrant cannot 
satisfy 17a-5's requirements by plucking some numbers out 
of the air, putting them on a couple of sheets of paper, sta- 
pling those sheets together, and mailing them to us on time. 
Someone who did that would be held not to have filed at all. 


Here, however, the deficiencies were not of the first order of 
magnitude. The only thing wrong with one report was that 
its security valuation columns didn't balance. The other was 
unaccompanied by the required supplemental report with 
respect to the firm’s payments to the Securities Investor 
Protection Corporation. It also lacked the requisite number 
of manual signatures, the oath required by Rule 17a-5(b)(2), 
and a statement by the accountant that he had reviewed the 





'* See the preceding footnote. 


'S Another similarity between this instance and the one 
previously considered is the presence of an intervening 
weekend. So here too the lateness is a lateness of one day. 
But, as the staff quite properly points out in connection with 
the first late filing charge, a rule is a rule. And our rules are 
as binding on our staff as they are on registrants. As the 
Supreme Court said of a somewhat similar situation, “this 
case boils down to an old adage about sauce and geese, 
which need not be given citation.” Midstate Horticultural Co. 
v. Pennsylvania Railroad Co., 320 U.S. 356, 367 (1943). 


'©W. E. Leonard & Co., 39 S.E.C. 726, 727 (1960). 

'? See Arleen W. Hughes, 27 S.E.C. 629, 630 n. 3 (1948), 
affirmed sub nom. Hughes v. S.E.C., 174 F.2d 969 (C.A.D.C. 
1949). 
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firm's procedures for safeguarding customers’ securities. 


Those deficiencies were not basic enough to vitiate the 
reports. Hence the initial filings cannot be treated as 
nullities. Evidence that those filings fell some distance short 
of total perfection does not support the charges of willful 
failure to file.'® 


V. 


No finding of willful violation can be made on this record. 
The essential statutory predicate for disciplinary action is 
therefore wanting.'® It follows that a dismissal order must 
issue.?° 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS and EVANS); Commissioner POLLACK not par- 
ticipating. 


George A. Fitzsimmons 
Secretary 





18 Had respondents been charged with deficient filings and 
with failure to cure the deficiencies with reasonable dis- 
patch, a different result might be possible. 


‘Thus the parties’ clashing contentions as to what the 
public interest would or would not require had willful 
violations been established are now academic. However, the 
record shows misconceptions about the scope of the inquiry 
to be made in assessing sanctions. These are of some con- 
cern to us. Hence we express our views on the point so that 
our staff and our administrative bench will be better able to 
avoid errors of this sort in future. 


Under the heading ‘Public Interest’’ the staff asked the ad- 
ministrative judge to find that ‘‘It is in the public interest to 
note that Registrant and Jenkins conducted little, if any, ex- 
amination of the financial condition and business operations 
of Continental ... prior to soliciting customers to purchase 
their securities and those companies are now in 
bankruptcy resulting in default on payments to investors.” 
The tenor of the initial decision suggests that the ad- 
ministrative judge agreed with the staff that these factors 
were pertinent. See p. 6, n. 9, supra. But for the reasons 
stated in part III of this opinion, respondents’ investigation of 
Continental’s finances and Continental's bankruptcy were 
wholly outside the framework of the order for proceedings. If 
the staff thought that it had a case in these areas, it should 
have touched on them in its pleading. Or, having failed to do 
so the first time around, it should have amended that 
pleading to raise fraud and quasi-fraud issues. But since the 
staff did not do that and since the order for proceedings does 
not even hint at fraud in any sense, the staff's effort to sneak 
fraud charges into the proceedings via the back door of 
“pubiic interest’ was grossly improper. 


Assessing the nature of the remedial action that the public 
interest calls for under the concrete circumstances of a par- 
ticular case is a serious and an onerous task. Many factors 
(some of them more easily felt than articulated) are worthy 
of consideration. The respondent's history in the securities 
business is certainly of great weight. The case of a respon- 
dent whose history shows him to be a chronic violator is not 
to be equated with a case of an isolated indiscretion by 
someone with a long and a previously unblemished record. 
The range of inquiry is broad. But it is not limitless. Miscon- 
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duct that has been pleaded, proved and found is one thing. 
Suspected misconduct that has never even been alleged, let 
alone found, is quite another. Demonstrated misconduct 
found in other proceedings before us, before the courts, or 
before the securities industry's self-regulatory bodies weighs 
heavily in the balance. But mere suspicion has no proper 
part in our proceedings. Here the issues before the ad- 
ministrative law judge related solely to the validity of the 
respondent's claim to the intrastate exemption from the 
Securities Act's registration and prospectus-delivery re- 
quirements and to the respondents’ alleged breaches of the 
financial reporting obligations that the Exchange Act im- 
poses on registered brokers and dealers. Fraud had no more 
bearing on those matters than did the Rule against 
Perpetuities. The staff having chosen to frame its case as it 
did, no account at all should have been taken of either Con- 
tinental’s bankruptcy or of the supposedly inadequate depth 
of respondents’ inquiry into Continental's finances. 


20 Thus we find it unnecessary to reach the respondents’ 
points about certain alleged procedural errors that are said 
to have hampered the defense. 
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HOWARD M. JENKINS 

DISMISSAL ORDER 

On the basis of the Commission's opinion issued this day, it 
is ORDERED that these proceedings be, and they hereby 


are, dismissed. By the Commission. 


George A. Fitzsimmons 
Secretary 
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By 


Bunker Ramo Corporation 
(“Bunker Ramo”) 


ORDER GRANTING EXEMPTION 


Notice is hereby given that the Securities and Exchange 
Commission has granted to Bunker Ramo an exemption un- 
til June 30, 1976, from Rule 17a-15 (the Rule”) under the 
Securities Exchange Act of 1934 (the ‘“Act’’) insofar as the 
Rule requires, through the operation of plans declared effec- 
tive pursuant to its provisions, that vendor interrogation 
systems display consolidated last sale information in accor- 
dance with specified requirements. The exemptions cover 
certain devices which currently are unable to comply with 
the display requirements specified in the Rule and in the 
joint industry plan for the operation of the consolidated 
transaction reporting system (the “consolidated system’’) fil- 
ed with and declared effective by the Commission in accor- 
dance with the Rule (the ‘Plan’). These display re- 
quirements become effective April 30, 1976.' 


A. Vendor Requirements Under Rule 17a-15 


In addition to requiring national securities exchanges, the 
National Association of Securities Dealers, Inc., and certain 
non-member broker-dealers to file plans with the Commis- 
sion for the consolidated reporting of transactions in listed 
securities, the Rule provides that any such plan filed with the 
Commission must contain provisions requiring vendors of 
market information to agree to display last sale information 
only in accordance with certain requirements, including the 
following: 


The plans also shall require that any person displaying 
last sale reports {reports of prices and volume of all 
completed transactions] shall agree not to exclude 
such reports based upon the market in which a trans- 
action was executed and that any public display of 
selected last sale reports be clearly identified as only 
reporting selected transactions classified as to size, 
category of security, or other criteria. Each such com- 
posite tape or interrogation system, in displaying last 
sale reports, shall identify the marketplace where each 
such transaction was executed.? 


The display requirements prescribed by the Rule were 
clarified by the Commission in an interpretative release 
issued on March 28, 1975 (the “March Release”).? In that 
release, the Commission described the minimum display 
requirements under the Rule as follows: 


Interrogation systems must be abie to display the 
most recent last sale price as reported in the con- 
solidated system, accompanied by, absent an exemp- 
tion, a market identifier indicating the market place in 
which the most recent last sale occurred, and, in addi- 


‘ Securities Exchange Act Release No. 12138 (February 25, 
1976). 





2 See Rule 17a-15(b); See a/so Joint Industry Plan, Sections 
V(b), VIIN(f) and (g). 


3 Securities Exchange Act Release No. 11317 (March 28, 
1975). 


tion, simultaneously or upon separate inquiry, by some 
non- misleading display of volume. A display of volume 
which is either (i) the volume associated with the most 
recent last sale in the consolidated system, or (ii) 
cumulative volume on a consolidated basis will be 
deemed nonmisleading and in compliance with the 
Rule.* 


The March Release further indicated that vendors may be 
obligated by the Consolidated Tape Association (the CTA”), 
which administers the Plan, to display consolidated last sale 
information on interrogation devices only after the com- 
mencement of Phase II of the consolidated system,® which, 
as described in the Plan, contemplates the full implementa- 
tion of all elements of the consolidated system, including 
both Networks A and B,° as well as the availability of a high 
speed data transmission line. On February 25, 1976, the 
Commission issued a release indicating that full implemen- 
tation of the consolidated system would not occur, for pur- 
poses of Rule 17a-15, until April 30,1976.’ By that date, 
however, all interrogation equipment operated or leased by 
vendors of market information must either comply with the 
display requirements described above or be covered by an 
exemption from those requirements. 


B. Prior Exemptions from Rule 17a-15 


On March 8, 1976, the Commission, pursuant to paragraph 
(h) of Rule 17a-15,® granted exemptions to certain vendors 
of last sale information, including Bunker Ramo, from the 
display requirements of Rule 17a-15.° The exemption 
granted to Bunker Ramo was for its ‘“Telequote III" (““TQ- 
lll’) interrogation devices, and permitted Bunker Ramo to 
continue to use those devices even though such devices 


4/d. at 2. 





S/d. at 1. 


5 Network A reports transactions in New York Stock Ex- 
change listed securities which occur on any of the par- 
ticipating exchanges, in the third market or through Instinet. 
Network B reports transactions in American Stock Exchange 
and certain regionally listed securities. 


’ Securities Exchange Act Release No. 12138 (February 25, 
1976). That release also deferred to April 30, 1976, the 
effective date of the recent amendments to the short sale 
rules (Rules 10a-1 and 10a-2 under the Act) by clarifying 
that last sale information would not be ‘made available” on 
a real-time basis within the meaning of paragraph (a) of Rule 
10a-1 until that date. /d. at 2. 


8 Paragraph (h) of Rule 17a-15 provides that the Commis- 
sion may exempt from the provisions of the Rule, either un- 
conditionally, or on specified terms and conditions, any ex- 
change, association, broker, dealer or vendor if the Commis- 
sion determines that 
it is not necessary in the public interest or for the protec- 
tion of investors that such exchange, association, broker, 
dealer, [or] vendor . .. be subject to the provisions of this 
Rule. 


® Securities Exchange Act Release No. 12175 (March 8, 
1975). In addition to Bunker Ramo, exemptions from Rule 
17a-15 were also granted to GTE Information Systems, Inc. 
and AutEx, Inc. 
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were not able to display last sale information on a complete- 
ly consolidated basis without discriminating between 
markets. This exemption was of relatively short duration (un- 
til June 30, 1976) and was granted after considering, 
among other things, Bunker Ramo’s representations that (i) 
it was experiencing technical difficulties preventing it from 
completing modifications to its system necessary to bring its 
equipment into compliance on a timely basis: (ii) ap- 
proximately 75 percent of its TQ-III| devices would be in 
compliance with the display requirements of Rule 17a-15 by 
March 31, 1976; (iii) all of its TQ-IIl devices would be in 
compliance by June 30,1976; and (iv) in the interim, TQ-III 
devices would display last sale reports from the primary ex- 
changes on one inquiry, and all other reporting markets (on a 
consolidated basis) upon making a separate inquiry, using a 
closely related interrogation symbol.'° 


In its order of March 8, 1976, the Commission did not grant 
exemptive relief from Rule 17a-15 for Bunker Ramo’s more 
sophisticated interrogation device, the Market Decision 
System - 7 (“MDS-7"), although Bunker Ramo originally 
had requested such relief.'' Such relief was not granted 
because Bunker Ramo subsequently indicated that the 
technical problems which had caused it to request such 
relief (relating primarily to the relocation of Bunker Ramo’s 
main data based from New York City to its headquarters in 
Trumbull, Connecticut), would be resolved in time to enable 
all MDS-7 devices to comply with the display requirements 
of Rule 17a-15 by March 31, 1976." In view of the fact 
that, as a result of the Commission's clarification of the date 
of full implementation of the consolidated system, vendor 
compliance was not required until April 30, 1976, the Com- 
mission deemed the exemption request of Bunker Ramo for 
its MDS-7 devices to be moot.'? 


C. Renewal Request from Bunker Ramo 


On April 20, 1976 the Commission received a letter from 
Bunker Ramo requesting further exemptive relief from the 





‘© Letter from William F. Culman, Vice President and General 
Manager, Brokerage Systems, Bunker Ramo Corporation, to 
Andrew M. Klein, Associate Director, Division of Market 
Regulation, August 14, 1975, at 4; letter from William F. 
Culman, Vice President and General Manager, Brokerage 
Systems, Bunker Ramo Corporation, to Andrew M. Klein, 
Associate Director, Division of Market Regulation, January 
19, 1976; letter from William F. Culman, Vice President and 
General Manager, Brokerage Systems, Bunker Ramo Cor- 
poration, to Andrew M. Klein, Associate Director, Division of 
Market Regulation, February 23, 1976, at 2. 


"' Letter from William F. Culman, Vice President and General 
Manager, Brokerage Systems, Bunker Ramo Corporation, to 
Andrew M. Klein, Associate Director, Division of Market 
Regulation, August 14, 1975. 


'2 See id.; \etter from William F. Culman, Vice President and 
General Manager, Brokerage Systems, Bunker Ramo Cor- 
poration, to Andrew M. Klein, Associate Director, Division of 
Market Regulation, January 19, 1976; letter from M. 
Sumner, Securities Industry Liaison, Bunker Ramo Corpora- 
tion, to Andrew M. Klein, Associate Director, Division of 
Market Regulation, February 23, 1976. 


'3 Securities Exchange Act Release No. 12175 (March 8, 
1976) at 6, n. 5. 
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display requirements of Rule 17a-15.'* That letter indicated 
that Bunker Ramo was continuing to experience technical 
difficulties in connection with the relocation of its central 
data base to Trumbull Connecticut, and that, as a result 
Bunker Ramo still was unable to provide consolidated last 
sale reports either to its MDS-7 or TQ-II| devices. Moreover, 
Bunker Ramo indicated that it did not expect to be able to 
complete its relocation efforts in time to provide such 
reports to its subscribers by April 30, 1976, as required by 
Rule 17a-15, and therefore was requesting ‘that the Com- 
mission exempt all MDS-7 and TQ-III devices from the dis- 
play requirements of Rule 17a-15 until June 30, 1976.""'5 


The Commission has considered the renewed request of 
Bunker Ramo, and is of the view that, although the number 
of non-complying TQ-IIl and MDS-7 devices in use by 
brokers and dealers is very substantial, an additional exemp- 
tion of the short duration requested by Bunker Ramo will not 
adversely affect public investors to such an extent as to re- 
quire denial of Bunker Ramo’s request. Therefore, the Com- 
mission has determined that it is not necessary in the public 
interest or for the protection of investors that Bunker Ramo’s 
TQ-IIl and MDS-7 interrogation devices comply with the 
display requirements of Rule 17a-15 until June 30, 1976. 
The Commission therefore, grants Bunker Ramo an exemp- 
tion for these devices until that date. 


In granting the above exemption, the Commission wishes to 
note that it is concerned about any continuation of major 
deviations by vendors from the display requirements of Rule 
17a-15. Vendors have been aware of the final specifications 
for the consolidated system since late in 1974, and have had 
nearly one and one-half years to achieve compliance with 
the basic display requirements of the Rule. The Commission 
therefore would view any further delay in compliance by 
vendors with the requirements of Rule 17a-15 as inimical to 
the public interest and to the development of a national 
market system. Further exemptions from the display re- 
quirements of the Rule, therefore, will be granted only in the 
most extenuating circumstances. 


The Commission further notes that, until Bunker Ramo’s in- 
terrogation devices display consolidated last sale informa- 
tion in accordance with the requirements of the Rule and the 
Plan, those interrogation devices may not be used by per- 
sons desiring to effect short sales in eligible listed securities 
(whether brokers or dealers or otherwise) to determine 
whether a proposed transaction meets the ‘‘tick” test re- 
quirements of paragraphs (a)(1) or (e)(5) of Rule 10a-1 un- 
der the Act, as amended on June 12, 1975.'® 


IT 1S THEREFORE ORDERED, pursuant to paragraph (h) of 
Rule 17a-15, and upon the terms and conditions stated 
herein, that an exemption from the display requirements of 





4 Letter from William F. Culman, Vice President and General 
Manager, Brokerage Systems, Bunker Ramo Corporation, to 
Andrew M. Klein, Associate Director, Division of Market 
Regulation, April 15, 1976. 


id. cat. 2. 


‘6 Securities Exchange Act Release No. 11468 (June 12, 
1975). Those amendments become effective April 30, 
1976. Securities Exchange Act Release No. 12138 
(February 25, 1976). 
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the Rule, as requested by Bunker Ramo, be, and it hereby is, 


Admin. Proc. File No. 3-4407 
granted until June 30, 1976. 





In the Matter of the Application of 
By the Commission, 


George A. Fitzsimmons 








SAMUEL A. SARDINIA 
Springfield, Virginia 


Secretary 
28 For Review of Disciplinary Action Taken By the 
NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 
OPINION OF THE COMMISSION 
Securities Exchange Act of 1934 REGISTERED SECURITIES ASSOCIATION - REVIEW OF 
€@ Release No. 12391/April 29, 1976 DISCIPLINARY PROCEEDINGS 
The Securities and Exchange Commission announced pur- Violations of Rules of Fair Practice 
suant to Section 12(k) of the Securities Exchange Act of 
1934 ("Exchange Act”) the temporary suspension of over- Sales of Securities at Unfair Prices 
the-counter trading for the single ten day period commenc- 
ing at 11:00 a.m. (EDT) on April 29, 1976 and terminating Improper Extension of Credit 
ee at midnight (EDT) on May 8, 1976 of the securities of 
Macrodata Corporation (‘‘Macrodata’’) a California corpora- Sales of New Issues at Prices Higher than Offering Prices 
tion with principal executive offices located at 6203 Variel 
Avenue, Woodland Hills, California 91364. Sales of Restricted Securities Contrary to Prospectus and 
Agreements with NASD 
The Commission ordered the suspension of trading in the 
securities of Macrodata because of the inadequacy of Bids for and Purchases of Stock During Distribution 
reported information concerning the company’s financial 
€@ condition. Macrodata’s auditors have withdrawn their opin- Failure to Register as Principal 
ion with respect to the company’s financial statement con- 
tained in its annual report on Form 10-K for the year ended Where individual, whose participation in affairs of member 
December 31, 1975. of registered securities association brought him within 
definition of “‘principal,’” was not registered as such, was in- 
The Commission cautions broker-dealers, shareholders, and volved in sales of two new issues at prices in excess of 
prospective purchasers that they should carefully consider public offering prices, bids and purchases of stock during a 
e@ the foregoing information along with all other currently distribution thereof, and improper resales of restricted 
available information and any information subsequently securities, and, by reason of his joint responsibility for all 
issued by the company. aspects of member's business, was responsible for improper 
extension of credit and charging of excessive markups, he/d, 
Furthermore, brokers and dealers should be alert to the fact association's findings of violation sustained, but sanctions 
that, pursuant to Rule 15c2-11 under the Exchange Act, at modified as excessively harsh. 
the termination of the trading suspension no quotation may 
TC be entered unless and until they have strictly complied with APPEARANCES: 
all of the provisions of said rule. If any broker or dealer has G Donald Markle, of Bennett, Markle and Recht, for Samuel 
any questions as to whether or not he has complied with A Sardinia. 
said rule, he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in Andrew McR. Barnes, for the National Association of 
Washington, D.C. If any broker or dealer is uncertain as to Securities Dealers, Inc. 
what is required by Rule 15c2-11, he should refrain from 
°® entering quotations relating to the securities in question un- |. 
til such time as he has familiarized himself with said rule and 
is certain that all of its provisions have been met. If any jn the application now before us, filed pursuant to Section 
broker or dealer enters any quotation which is in violation of 15 ,A(g) of the Securities Exchange Act of 1934, we are ask- 
said rule, the Commission will consider the need for prompt ed by Samuel A. Sardinia to review disciplinary action taken 
enforcement action. against him by the National Association of Securities 
Dealers, Inc. ("NASD"). The NASD’s action arose out of 
transactions and activities which Sardinia carried on in rela- 
ad tion to Aarsand & Co., a brokerage firm and member of the 
NASD, and its registered principals, Knut J. Aarsand (‘‘Aar- 
sand’’) and Robert F. Lemons. Aarsand & Co. and Messrs. 
Aarsand and Lemons did not appeal the action taken against 
a them by the NASD. 
uv SECURITIES EXCHANGE ACT OF 1934 
Release No. 12392/April 29, 1976 The NASD found that Sardinia and the other respondents 
e 
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violated Article Ill, Sections 1, 4, 18 and 27 of the NASD’'s 
Rules of Fair Practice in that they 


(A) sold securities to the public in 82 principal transac- 
tions at prices which were unfair and unreasonable; 


(B) failed to comply in 14 instances with the provisions of 
Regulation T;' 


(C) sold two new issues at prices greater than the public 
offering prices and failed to disclose that fact; 


(D) sold restricted securities received in conjunction with 
two underwritings, and thereafter caused the purchaser to 
dispose of them, contrary to agreements with the NASD and 
prospectus disclosure;? 


(E) advertised bids and bought shares while participating 
in the distribution of shares of the same issuer, in violation of 
Rule 10b-6 under the Exchange Act; and 


(F) allowed Sardinia to act as a principal from December 
1968 through July 1971 without his being registered as 
such. 


The NASD censured Sardinia, fined him $15,000, barred 
him from acting as a principal with any NASD member, and 
assessed him $175 for costs.‘ 


Sardinia does not dispute that the evidence is sufficient to 
show the violations described in items A, B, C and E above,® 





‘In general, Regulation T makes it illegal for a broker or 
dealer to extend credit to a customer in connection with the 
purchase of securities. More specificially, Sections 4(c)(2) 
and 4(c)(8) require a broker-dealer promptly to cancel or liq- 
uidate purchase transactions in cash accounts in which 
customers fail to make full payment within seven business 
days, and prohibit purchase transactions effected without 
prior payment in accounts in which a previous purchase has 
been cancelled for non-payment within the preceding ninety 
days. 


?The NASD District Committee also found that the un- 
derwriting compensation received in connection with these 
offerings was unreasonable, but the Board of Governors dis- 
missed that charge. 


3 In general, Rule 10b-6 prohibits persons participating in a 
particular distribution of securities from bidding for or 
purchasing such securities until they have completed their 
participating in the distribution. 


*The Board of Governors reduced the sanctions which the 
District Committee had imposed on Sardinia which were a 
$30,000 fine, censure, and a bar from association with any 
NASD member in any capacity. Aarsand & Co. was cen- 
sured and expelled from membership in the Association. 
Aarsand was censured, fined $15,000, suspended for 1 year 
from any association with an NASD member, and barred as 
a principal thereafter. Lemons was censured, fined $2,000, 
suspended for 90 days, and barred thereafter from acting as 
a principal. 


5 He concedes that if the conduct specified in item D oc- 
curred it would constitute a violation, but apparently main- 
tains that the evidence is insufficient to establish that con- 
duct. 
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and it is therefore unnecessary to give detailed reasons in 
this opinion for our agreement with the NASD as to those 
items. He contends, however, that the evidence is insuf- 
ficient to show that he was a principal of Aarsand & Co. or a 
party to, cause of, or responsible for, any of the above 
violations. He also argues that the penalties are excessive. 


The issues in this case are: (1) does the evidence support the 
NASD’'s finding that the resales of restricted securities by 
Aarsand & Co. and Sardinia violated the NASD’s Rules of 
Fair Practice; (2) was Sardinia a principal of Aarsand & Co. 
and thus required to be registered as such with the NASD; 
and (3) whether or not Sardinia was a principal, was he a 
party to, cause of, or responsible for, the violations. 


We affirm the NASD’s findings of violations but we reduce 
the penalties which were imposed. 


Ul. 
FACTS 


In November 1966, Aarsand & Co. registered as a broker- 
dealer. In 1967, Sardinia became a customer of the firm 
and, in the spring of 1968, he began rendering accounting 
services to it. In December 1968, Aarsand & Co. decided to 
beome a member of the Philadelphia-Baltimore-Washington 
Stock Exchange ("PBW’’). Sardinia first agreed to lend Aar- 
sand & Co. money to enable it to do so, but under the 
NASD’s by-laws it could not purchase an exchange 
membership with borrowed money. Therefore, Sardinia 
bought non-voting preferred stock of Aarsand & Co. for 
$16,500. This investment was more than three times the in- 
vestment of any of the other three investors in Aarsand & 
Co. In December 1968, Sardinia was made a director and 
treasurer of Aarsand & Co.® 


In December 1969, Aarsand & Co. redeemed the preferred 
stock for $16,500 and Sardinia ceased to be a director and 
treasurer of the firm. During 1969, Sardinia devoted 10% of 
his time to Aarsand & Co. and derived 13% of his total in- 
come from it. 


During 1970, Sardinia continued to render accounting and 
consulting services to Aarsand & Co. through his accounting 
firm. He spent about 10% of his time providing services for 
Aarsand & Co. and derived about 9% of his income from it. 
During this period, Sardinia spent about half of the time he 
devoted to Aarsand & Co. performing accounting services, 
and the other half providing consulting services in connec- 
tion with such things as computerizing the firm's operations, 
giving advice concerning the financial status of issuers 
whose securities the firm proposed to distribute, and other 
financial matters. Sardinia did not certify Aarsand & Co.'s 
financial statements; another accounting firm was engaged 
to do this. 


In September and October 1970, Aarsand & Co. acted as 
managing underwriter for a public offering of 150,000 
shares of common stock of Anderson-Stokes, Inc. at $10.00 
per share. Prior to the offering, Sardinia and Aarsand & Co. 
each purchased 7,500 shares of the Anderson-Stokes stock 
at 2¢ per share. Sardinia’s shares were treated by the NASD 
as underwriting compensation to him. In order to reduce the 





® Although he was treasurer, Sardinia did not have the 
authority to sign checks for the firm. 
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value of the shares so that the NASD would not object to 
the amount of such compensation, Aarsand & Co., referring 
to both the Sardinia shares and its own, agreed in writing 
not to transfer the shares for 36 months from the date of the 
prospectus. This undertaking was disclosed in the prospec- 
tus. 


In September 1970, when Aarsand & Co. believed that the 
offering had been fully subscribed, it began publishing bids 
for the purchase of Anderson-Stokes stock as principal. 
However, when some of the persons who had purchased 
stock in the distribution received the prospectus, they disaf- 
firmed their purchases and refused to take delivery of the 
shares. Aarsand & Co. then resold the shares at the offering 
price of $10 while maintaining higher bid and asked prices 
in the pink sheets published by the National Quotation 
Bureau, Inc. 


In January 1971, Aarsand & CO. and Sardinia sold the 
Anderson-Stokes shares which they had purchased at 2¢ 
per share to Springfield Investors, Ltd., a private investment 
company which they controlled, for $2.00 per share. 


From January to June 1971, Sardinia again acted as direc- 
tor of Aarsand & Co. In January 1971, he filed an application 
with the PBW in which he affirmed (in response to a ques- 
tion) that he would devote all of his time to the business of 
Aarsand & Co. He attempted to qualify this by noting some 
exceptions for managing his ‘small’ accounting practice, 
conducting a small investment group and managing his own 
business. 


In March 1971, Aarsand & Co. was managing underwriter of 
a public offering of 400,000 shares of common stock of 
Hanks Seafood Company, Inc. at $2.00 per share. Aarsand 
& Co. and Sardinia had previously purchased 20,000 shares 
each at 2¢ per share. Aarsand acknowledged in writing to 
the NASD on behalf of Aarsand & Co. and Sardinia that the 
shares they purchased’ought to be construed as un- 
derwriting compensation” and stated: “We agree that we 
will not resell, transfer or otherwise assign such shares for a 
period of 3 years from the date of the offering.’ Eighteen 
days after commencement of the offering, Aarsand & Co. 
and Sardinia sold their Hanks Seafood shares to Springfield 
Investors, Ltd. for 40¢ per share. In June 1971, Springfield 
Investors disposed of 2,500 shares of Anderson-Stokes 
stock and 29,169 shares of Hanks Seafood stock in ex- 
change for 650,000 shares (a controlling block) of common 
stock of Leisure Time Industries, Inc. 


During the period April 1 through June 2, 1971, Aarsand & 
Co. made a market in Hanks Seafood shares and in eighty- 
two instances sold shares at mark-ups ranging from 7.7% to 
27.2%. From May 1 to June 30, 1970, Aarsand & Co. com- 
mitted a number of violations of Regulation T and Sardinia 
does not deny that there were violations in ten of such in- 
stances. Finally, during the periods September through Oc- 
tober 1970, and March through May 1971, Aarsand & Co. 
added a $3 transaction charge to the sales prices of 
Anderson-Stokes and Hanks Seafood shares in addition to 
the respective public offering prices described in the 
prospectuses. 


Based on these facts, we are called upon to decide whether 


the evidence supports the NASD’s finding that the resales of 
restricted securities were violations of its Rules of Fair Prac- 
tice and whether Sardinia was a non-registered principal and 
a party to, cause of, or responsible for the violations of Aar- 
sand & Co. Whether Sardinia had the status of “principal” is 
thus a central issue in this case. 


Section 2(d) of Article | of the NASD's by-laws provides in 
substance that no broker-dealer shall be admitted or con- 
tinued in membership and no natural person shall become or 
continue to be associated with a member unless such 
member or person is qualified in conformity with standards 
determined by the Board of Governors. Schedule C of the 
by-laws provides, in relevant part, that all persons falling 
within the definition of “principal’’ must be registered as 
such and pass a qualification examination. The term “prin- 
cipal’ is defined as follows: 


(a) Persons associated with a member, enumerated in (i)- 
(v) hereafter, who are actively engaged in the mamagement 
of the member's investment banking or securities business, 
including supervision, solicitation, conduct of business or the 
training of persons associated with a member for any of 
these functions, are designated as Principals. Such persons 
shall include: (i) Sole Proprietors; (ii) Officers; (iii) Partners; 
(iv) Managers of Offices of Supervisory Jurisdiction, and (v) 
Directors of Corporations.” 


Article Ill of Schedule C exempts from these requirements 
persons whose functions relate solely to the member's need 
for nominal corporate officers or for capital participation, as 
in the case of limited partners. 


Sardinia’s relationships with Aarsand & Co. fall into four 
recognizable periods: 


(1) Summer of 1967 to end of 1968: During this 
period Sardinia was a customer of Aarsand & Co. 
Beginning in late 1967, he occupied an office in Aar- 
sand’s suite and shared Aarsand’s telephone, having 
the last in its sequence of numbers, Early in 1968, 
Sardinia attempted to acquire an ownership interest 
and management role in Aarsand & Co. but was refus- 
ed. He employed his own secretary but paid no rent 
until 1969; up to then, the commissions generated by 
his own securities activities offset his rent. In the spr- 
ing of 1968, he began rendering accounting and con- 
sulting services to Aarsand & Co. 


(2) December 1968 to December 1969: During this 
period Sardinia owned Aarsand & Co. preferred stock 
in an amount greater than three times the investment 
of any other person. He bought the stock to finance 
Aarsand & Co.'s seat on the PBW and was treasurer 
(although without authority to sign checks) and a 
director of the firm. He states that the reason that he 
became a director and officer was to protect his in- 
vestment. 


(3) January to December 1970: Sardinia was not an 
officer or director of Aarsand & Co., but performed ac- 
counting and consulting services for the firm. He spent 
about 10% of his time, and derived about 9% of his in- 
come, from Aarsand & Co. It was during this period 
that the Anderson-Stokes Rule 10b-6 violations and 
the ten uncontested Regulation T violations occurred. 
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(4) January to July 1971: In January 1971, Sardinia 
again became a director of Aarsand & Co. It was dur- 
ing 1971 that the excessive mark-ups in sales of 
Hanks Seafood stock and the resales of restricted 
Hanks Seafood and Anderson-Stokes stock occurred. 


During the period from December 1968 to December 1969, 
and again during the period from January to July 1971, Sar- 
dinia clearly fell within the definition of a principal. During 
the 1969 period, he was both an officer and a director of the 
firm and, during the 1971 period, he was a director. The ex- 
emption in Article II! for nominal officers and mere investors 
of capital certainly does not appear to be applicable in view 
of Sardinia’s participation in the affairs of Aarsand & Co., 
even if one were to assume that a director could, under 
some circumstances, be considered a nominal officer, which 
is unlikely.’ 


With respect to the period from January to December 1970, 
the issue is somewhat more difficult since Sardinia was 
neither an officer nor a director. 


So, it is necessary to find, as the NASD did, that he was ac- 
tively engaged in the management of Aarsand & Co.'s 
business. We agree with the NASD, however, that, essen- 
tially, Sardinia’s role in this small and rather loosely organized 
business did not change during the period in which he did 
not hold the titles of director or officer. He remained closely 
associated with Aarsand and Lemons, spent a substantial 
amount of time in connection with the affairs of the firm, ac- 
tively participated in management decisions to an extent 
clearly exceeding that of a mere accountant, and was com- 
pensated accordingly, not merely in terms of cash payments 
but with compensation for underwritings. 


The objective of Section 2(d) of the NASD’s by-laws, and 
the authorizing provisions of the Securities Exchange Act, 
would be imparied if persons whose functions correspond to 
those of a principal could evade the requirement that they be 
registered as such by the lack, in a small firm, of a formal 
structure of titles and tables of organization. Accordingly, we 
agree with the NASD that Sardinia was a principal during 
the 1970 period as well as during the 1969 and 1971 
periods. 


The degree of Sardinia’s involvement with the violations also 
tends to support this conclusion. That involvement was es- 
sentially as follows: 


(1) The $3.00 surcharge added to the public offering 
price in the Hanks Seafood and Anderson-Stokes 
offerings. Sardinia participated in the discussions and 
actually opposed the surcharge, but the fact that he 
was consulted in. the matter illustrates his influence in 
the management of the firm and demonstrates that his 
participation in its affairs was far greater than that of 
an ordinary accountant. Indeed, in opposing the sur- 
charge he stated that it would put “us” at a com- 
petitive disadvantage. 


(2) Market making by Aarsand & Co. during the 





7 Article Ill also exempts persons whose functions are ex- 
clusively ‘clerical or ministerial.’’ We doubt that this excep- 
tion could ever be applicable to a director whose functions 
necessarily involve judgment and discretion. In any event, it 
is not applicable to Sardinia. 
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Anderson-Stokes distribution. Sardinia added up the 
confirmations to determine the number of shares sold 
and was present at a meeting to determine whether 
the Anderson-Stokes offering had been completed. 
When Aarsand & Co. began to make a market, he 
became aware of the cancellation of pricy sales and 
the continuation of the offering. 


(3) Receiving shares of Anderson-Stokes and Hanks 
Seafood stock and transferring them shortly after the 
offerings in violation of restrictive undertakings filed 
with the NASD in his behalf. Sardinia’s compensation 
in both of these offerings was as great as that of Aar- 
sand & Co. and in the case of Hanks Seafood was 
clearly tied directly to the size of the offering. He knew 
or should have known that the NASD had placed 
restrictions on the stock to lower its value so as to 
bring the underwriting compensation within NASD 
guidelines. He did not personally sign the letters which 
Aarsand & Co. sent to the NASD agreeing to the 
resale restrictions. However, since he knew that the 
restrictions existed, he should have asked Aarsand & 
Co. or the NASD whether his proposed sales were 
prohibited. With respect to Hanks Seafood, we reject 
as unconvincing Sardinia’s assertion that his shares 
were issued for accounting and consulting services, in 
view of the specific statement in the Hanks Seafood 
prospectus, of which Sardinia did not deny knowledge, 
that the cheap stock was awarded as underwriting 
compensation. The evidence with respect to 
Anderson-Stokes is not as clear, since the prospectus 
represents that the cheap stock of that company was 
sold to Sardinia for “accounting consulting services.” 
Nevertheless, in both instances, Sardinia failed to 
observe the high standards of commercial honor re- 
quired by the NASD’s Rules of Fair Practice when he 
resold the shares of both issuers in violation of the un- 
dertakings filed with the NASD.® We reject Sardinia’s 
assertion that he reasonably believed the restrictions 
prohibited only a public offering of the shares. We find 
that the resales were violations and that Sardinia was 
responsible for them. 


(4) Representations to PBW. |n January 1971, Sar- 
dinia represented, in an application required from all 
officers and directors of exchange members, that he 
intended to devote his full time to Aarsand & Co. ex- 
cept for his “small’’ accounting practice and certain 
other business interests. Sardinia now argues that “‘it 
is unreasonable to expect that a person would have 
answered the question differently where the question 


8 As indicated in note 2, supra, the NASD District Com- 
mittee held that, by reason of the transfer of stock of the two 
issuers to Springfield Investcrs, the underwriting compensa- 
tion for both offerings was excessive. The NASD’s Board of 
Governors dismissed that charge. Nevertheless, the sales of 
stock to Springfield Investors in violation of the restrictive 
agreements with the NASD were not merely technical in- 
fractions. Nor were they merely transfers of stock from one 
pocket to another. Sardinia and Aarsand controlled 
Springfield Investors. But it had fifteen to twenty other par- 
ticipants who, in effect, contributed a portion of the con- 
sideration paid for the Anderson-Stokes and Hanks Seafood 
stock. Thus Sardinia and Aarsand & Co. reaped benefits in 
excess of those disclosed to the NASD and in the prospec- 
tuses. 














is printed on the form as in this application.”” However, 
Sardinia admitted that PBW representatives indicated 
to him “that all people who were registered prin- 
cipals . .. had to be full time people and there could be 
no part time people.” Therefore, Sardinia’s answer in 
the PBW application must be taken as an acknowledg- 
ment that he was a principal.® 


Sardinia argues that he should not be found responsible for 
activities of which he had no knowledge. The only violations 
in this category appear to be the Regulation T infractions 
and the sales of Hanks Seafood stock at excessive prices. A 
principal, however, may have a responsibility for violations 
even though unaware of them.'® Unlike the cases relied 
upon by Sardinia,'' this was not a situation where a firm had 
several principals, each functioning in a defined area of 
responsibility. In those cases we held that a principal was 
not responsible, merely by reason of his status, for violations 
which were outside his own area of responsibility and within 
that of another principal. Here, however, it appears that Sar- 
dinia and the other two principals ran all areas of this small 
firm's business jointly. Consequently, they are jointly respon- 
sible for all violations. Sardinia cannot avoid that respon- 
sibility simply by failing to acknowledge that he was a prin- 
cipal. However, his lack of direct involvement in certain of 
the violations may properly be taken into account in assess- 
ing penalties.'2 


In view of the foregoing, we affirm the NASD’s findings of 
violations, its imposition of censure and its assessment of 
costs. However, we note that the sales of Anderson-Stokes 
and Hanks Seafood shares to Springfield Investors, Ltd. 
were subsequently rescinded in 1972, and, while Sardinia 
knew or should have known that his activities and compen- 
sation went far beyond that of an ordinary accountant, we 
consider the $15,000 fine and permanent bar from acting as 
a principal excessively harsh. We therefore reduce the fine 
from $15,000 to $10,000, and the permanent bar from ac- 
ting as principal to a suspension from so acting for five 
years. 


An appropriate order will issue. 


By the Commission (Commissioners LOOMIS, EVANS and 
POLLACK); Chairman HILLS not participating. 


George A. Fitzsimmons 
Secretary 





° Sardinia’s ambiguous qualification to that answer is of little 
weight. That qualification appears to have been inserted to 
permit Sardinia to retain his position as director of a financial 
public relations firm whose internal conflict-of-interest 
policies prohibited directors from participating in the 
management of a broker-dealer. 


10 Aldrich, Scott & Co., 40 S.E.C. 775 (1961): Luckhurst & 
Co., 40 S.E.C. 539 (1961). 


"' E.g., Schmidt, Sharp, McCabe & Co., Inc., 42 S.E.C. 745 
(1965): Midwest Planned Investments, Inc., 42 S.E.C. 558 
(1965). Cf. H.C. Keister & Co., 43 S.E.C. 164 (1966). 


'2Cf. Shearson, Hammill & Co., 42 S.E.C. 811 (1965): 
Reynolds & Co., 39 S.E.C. 902 (1960). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12392/April 29, 1976 


Admin. Proc. File No. 3-4407 
In the Matter of the Application of 


SAMUEL A. SARDINIA 
Springfield, Virginia 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


ORDER MODIFYING ACTION TAKEN BY REGISTERED 
SECURITIES ASSOCIATION 


On the basis of the Commission's opinion issued this day, it 
is ORDERED that the sanctions of a $15,000 fine and a bar 
from association with any NASD member in a principal 
capacity imposed by the NASD on Samuel A. Sardinia be, 
and they hereby are, modified to a $10,000 fine and a 5- 
year suspension from any such association; and it is further 
ORDERED that in all other respects the NASD’'s action be, 
and it hereby is, affirmed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12393/April 29, 1976 


The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 ("Exchange Act’) the termination of the temporary 
suspension of exchange and over-the-counter trading at 
midnight (EDT) on May 2, 1976 of the securities of Cana- 
dian Javelin, Ltd. (“Canadian Javelin’). 


The Commission initially ordered the trading suspension on 
April 29, 1975 after a public disclosure of an investigation 
by Canadian authorities into an alleged manipulation of 
Canadian Javelin’s common stock on Canadian stock ex- 
changes. Canadian Javelin is currently delinquent in its re- 
quired filings with the Commission in that it has not yet filed 
its annual report on Form 10-K for the year ended December 
31, 1975, due to have been filed on March 30, 1976. The 
failure of Canadian Javelin to timely file its Form 10-K has 
resulted in a lack of adequate and accurate public informa- 
tion about the company. 


On April 26, 1976, the Commission filed a complaint in the 
U.S. District Court for the Southern District of New York 
seeking to enjoin John C. Doyle, Robert K. Glass, Albert A. 
Furst, Kiely Daniel Landrigan, Hubert Ducharme, Union 
Trust Corporation, Guardian Management, S.A., Securities & 
Real Estate Holding Co. (Overseas) Ltd., and Parsons & 
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Landrigan Ltd. from engaging in further violations of Section 
9(a) and 10(b) of the Securities Exchange Act of 1934 and 
Rule 10b-5 thereunder. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Acct, at 
the termination of the trading suspension no quotation may 
be entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in 
Washington, D.C. If any broker or dealer is uncertain as to 
what is required by Rule 15c2-11, he should refrain from 
entering quotations relating to the securities in question un- 
til such time as he has familiarized himself with said rule and 
is certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in violation of 
said rule, the Commission will consider the need for prompt 
enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12394/April 29, 1976 


In the Matter of 


MIDWEST SECURITIES TRUST COMPANY 
120 South LaSalle Street 
Chicago, Illinois 60603 


(File No. SR-MSTC-76-3) 


ORDER APPROVING PROPOSED RULE CHANGE 
SUBMITTED BY THE MIDWEST SECURITIES TRUST 
COMPANY 


On March 8, 1976, the Midwest Securities Trust Company 
(“MSTC”"), a wholly-owned subsidiary of the Midwest Stock 
Exchange, Inc., submitted a proposed rule change pursuant 
to Rule 19b-4 under the Securities Exchange Act of 1934 
(the “Act’’) consisting of an agreement and procedures 
designed to expand the interface between MSTC and Pacific 
Securities Depository Trust Company ('‘PSDTC’”’). The inter- 
face currently permits book-entry movement from a par- 
ticipant’s account in MSTC to such participant's account in 
PSDTC. 


The expansion permits a participant firm in both MSTC and 
PSDTC to transfer stock by bookkeeping entry from the 
firm's PSDTC account to its account in MSTC. In connection 
with the proposed rule change. MSTC requested that the 
Commission continue its previous finding pursuant to 
paragraphs (g) of Rules 8c-1 and 15c2-1 under the Act that 
the agreements, provisions and safeguards established by 
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MSTC are adequate for the protection of investors. cle 
In accordance with Section 19(b) of the Act and Rule 19b-4 © 
thereunder, the rule change was published in the Federa/ 
Register (41 F. R. 11897, March 22, 1976), and the public 

was invited to submit comments until April 12, 1976. : 
Notice of the filing and an invitation for comments also 
appeared in Securities Exchange Act Release No. 34- 

12197, March 12, 1976. No letters of comment were cy 
received. 





In connection with its review of the submission, the Com- 

mission requested representations from MSTC concerning 
the operation of the expansion of its interface with PSDTC. 

The representations were made in a letter from MSTC dated 

April 22, 1976 which was incorporated in the MSTC sub- 4 
mission and included in the public file. 


The Commission has reviewed the MSTC submission and 
finds that the agreements, provisions and safeguards es- 
tablished by MSTC are adequate for the protection of in- 
vestors. The Commission finds also that the proposed rule 
change is consistent with the requirements of the Act and 
the rules and regulations thereunder applicable to registered 
clearing agencies and in particular, the requirements of Sec- f 
tion 17A and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change contained in File 
No. SR-MSTC-76-3 be, and hereby is, approved. 

By the Commission. | 


George A. Fitzsimmons 
Secretary 

















PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 e 
Release No. 19496/April 22, 1976 


PUBLIC UTILITY HOLDING COMPANY ACT | 
{ 
In the Matter of 
MIDDLE SOUTH UTILITIES, INC. 
225 Baronne Street 
New Orleans, Louisiana 70112 \ 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
COMMON STOCK PURSUANT TO A DIVIDEND 
REINVESTMENT AND STOCK PURCHASE PLAN 


(70-5840) | 
' 


NOTICE IS HEREBY GIVEN that Middle South Utilities, Inc. 
(“Middle South”), a registered holding company, has filed a 
declaration with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (Act’’), designating 
Sections 6(a) and 7 of the Act and Rule 50(a)(1) 
promulgated thereunder as applicable to the following 
proposed transaction. All interested persons are referred to 
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the declaration, which is summarized below, for a complete 
statement of the proposed transaction. 


Middle South proposes to issue and sell from time to time 
through June 30, 1981, a maximum of 1,000,000 shares of 
its authorized but unissued common stock, $5 par value, 
(“Additional Common Stock"), pursuant to a Dividend 
Reinvestment and Stock Purchase Plan (“Plan”). Middle 
South proposes to apply the proceeds from the sale of the 
Additional Common Stock toward the payment of any short- 
term notes outstanding from time to time and to other cor- 
porate purposes. 


The Additional Common Stock will be offered to all holders 
of record of shares of common stock of Middle South pur- 
suant to a voluntary plan whereby shareholders may elect to 
invest their regular cash dividends and/or optional cash 
payments in the Additional Common Stock. The purchase 
price of such common stock will be the average of the daily 
high and low sale prices of the common stock of Middle 
South, based on consolidated trading (Consolidated Trading) 
as defined by the Consolidated Tape Association and 
reported as part of the consolidated trading prices of New 
York Stock Exchange listed securities, for the period of the 
last three days on which the common stock of Middle South 
was traded immediately preceding the day on which 
dividends and optional cash payments are to be invested. 


Morgan Guaranty Trust Company of New York ("Bank’’) will 
administer the Plan and make purchases of shares as agent 
for the participants. Shares of common stock purchased un- 
der the Plan will be registered in the name of the Bank (or its 
nominee), as agent for participants in the Plan, and credited 
to the account of the participant. Each participant in the Plan 
will receive a quarterly statement of his account. 


Participants in the Plan will be able to (a) have dividends on 
their shares of common stock automatically reinvested, or 
(b) continue to receive their cash dividends on shares 
registered in their names and invest by making optional cash 
payments of not less than $25 per payment nor more than 
$5,000 per quarter, or (c) invest both their cash dividends 
and such optional cash payments. No service charge or com- 
mission will be paid by participants in connection with 
purchases under the Plan. 


Participants will retain all voting rights relating to shares 
purchased under the Plan and credited to their accounts, and 
shares will be voted in accordance with the instructions of 
the participant to whose account they are credited. If a proxy 
card is not returned, of if it is returned unexecuted or im- 
properly executed, none of the shares in respect of which 
such proxy card was furnished will be voted. 


A participant will be able to withdraw from the Plan at any 
time upon written notice. Upon withdrawal, the participant 
will be issued, without charge, a certificate for the number of 
shares credited to his account and will receive a cash pay- 
ment for the value of any fractional share. Alternatively, a 
participant may, upon withdrawal, request that all shares 
credited to his account in the Plan be sold, and such sale will 
be made for the participant by the Bank. Without withdraw- 
ing from the Plan, a participant will be entitled to demand 
and receive a certificate representing the full shares of Ad- 
ditional Common Stock credited to his account. 


Middle South reserves the right to suspend, modify (subject 
to Commission approval), or terminate the Plan at any time. 
The Company will announce the Plan to its shareholders and 
advise them as to the manner by which they may participate 
therein by addressing to them a summary prospectus. Such 
summary prospectus will also be send to all those who 
become shareholders after the initial announcement of the 
Plan. The continued existence of the Plan will occasionally 
be brought to the attention of non-participants be a re- 
mailing of the summary prospectus. All shareholders who 
join the Plan will be sent a copy of a complete prospectus. 


The declaration states that no State commission and no 
Federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. The fees and ex- 
penses incurred and to be incurred in connection with the 
proposed transaction are to be filed by amendment. Middle 
South has requested that the issuance and sale of the Ad- 
ditional Common Stock be excepted from the competitive 
bidding requirements of Rule 50 pursuant to paragraph 
(a)(1) thereof. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 17, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said declaration which he desires to con- 
trovert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such re- 
quest should be served personally or by mail upon the 
declarant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said date, 
the declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19498/April 26, 1976 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


(70-5827) 


ORDER APPROVING ISSUE AND SALE OF COMMON 
STOCK PURSUANT TO DIVIDEND REINVESTMENT PLAN; 
EXCEPTION FROM COMPETITIVE BIDDING 


The Southern Company (“Southern”), a registered holding 
company, has filed an application-declaration and 
amendments thereto with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (“Act”) 
designating Sections 6(a) and 7 of the Act and Rule 50(a)(1) 
promulgated thereunder as applicable to the following 
proposed transaction. 


Southern proposes to issue and sell from time to time 
through March 31, 1977, up to 2,250,000 shares of its 
authorized but unissued common stock, par value $5 per 
share, pursuant to a Dividend Reinvestment and Stock 
Purchase Plan (“Plan”). The proceeds of the sale will be 
used, pursuant to Commission authorization (HCAR No. 
19422, March 8, 1976), to make capital contributions to 
Southern’s operating subsidiaries, to make loans to 
Southern Services, Inc. and to repay short-term debt. 


The Plan will be administered by The First National Bank of 
Atlanta, which will make purchases of shares as agent for 
the participants, and all holders of record of Southern’s com- 
mon shares will be eligible to participate. Participants in the 
Plan will be able to (a) have dividends on their shares 
automatically reinvested, (b) continue to receive their cash 
dividends on shares registered in their names and invest by 
making optional cash payments of not less than $25 per 
payment nor more than $3,000 per quarter or (c) invest both 
their cash dividends and optional cash payments. A partici- 
pant will be able to withdraw from the Plan at any time upon 
written notice. Upon withdrawal, the participant will be 
issued a certificate for the number of shares credited to his 
account and will receive a cash payment for the value of any 
fractional share. Without withdrawing from the Plan, a par- 
ticipant will be entitled to demand and receive a certificate 
representing the full shares of common stock credited to his 
account under the Plan. Southern reserves the right to sus- 
pend, modify (subject to Commission approval) or terminate 
the Plan at any time. 


Participants will retain all voting rights relating to shares 
purchased under the Plan and credited to their accounts, and 
shares will be voted in accordance with the instructions of 
the participant to whose account they are credited. It is 
stated that no service charge or commission will be paid by 
participants in connection with purchases under the Plan. 
There may, however, be a brokerage fee payable in connec- 
tion with a transfer of shares to participants withdrawing 
from the Plan. 


Southern states that the transaction is expected from the 
competitive bidding requirements of the Act by virtue of 
Rule 50(a)(1). Since the number of shares which any 
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shareholder may purchase under the Plan by reinvestment of 
cash dividends will be, like his dividend, proportionate to his 
holdings, the preemptive right to each shareholder will be 
maintained. Since optional cash payments will be applied to 
the purchase of shares only to the extent such common 
stock is offered to and not purchased by holders of shares of 
common stock with their cash dividends and at the same 
purchase price as offered to such holders, preemptive rights 
will have been satisfied as to such shares issued under the 
Plan. 


The fees and expenses to be incurred in connection with this 
transaction are estimated at $193,000, including solicita- 
tion expenses of $100,000 and legai fees of $8,000. It is 
stated that no State commission and no Federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR Nos. 19450 and 19462), and no hear- 
ing has been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
application-declaration, as amended, be granted and per- 
mitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19499/April 27, 1976 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


(70-5815) 


ORDER AUTHORIZING PROPOSED AMENDMENT OF 
CERTIFICATE OF INCORPORATION TO INCREASE 
AUTHORIZED SHARES OF COMMON STOCK 


American Electric Power Company, Inc. (“AEP’), a 
registered holding company, has filed a declaration and 
amendments thereto with this Commission pursuant to Sec- 
tions 6(a)(2), 7(e) and 12(e) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 62 promulgated 
thereunder regarding the following proposed transaction. 
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AEP proposes to amend its Certificate of Incorporation to in- 
crease the number of shares of its common stock, par value 
$6.50 per share, which AEP is authorized to issue from 
100,000,000 to 125,000,000 shares. At the present time, 
93,000,000 share are outstanding. 


AEP intends to submit the proposed amendment of its Cer- 
tificate of Incorporation to its shareholders for their con- 
sideration and approval at the annual meeting to be-held on 
April 28, 1976. In connection therewith, AEP is soliciting 
proxies from the holders of its common stock through the 
use of solicitation material which sets forth the proposal in 
detail. The proposed amendment to the Certificate of Incor- 
poration increasing the number of authorized shares requires 
an affirmative vote of a majority of the shares present or 
represented at the meeting. 


It is stated that the construction expenditures for 1976 of 
AEP’s operating subsidiaries will aggregate about $538,- 
000,000, and, in order to finance such a construction 
program, it may be necessary for AEP to invest up to $100,- 
000,000 in the common equities of its operating sub- 
sidiaries. In connection therewith, it may also be necessary 
for AEP to raise additional monies through the issue and sale 
of shares of its common stock in 1977. 


The fees and expenses to be incurred by AEP in connection 
with the proposed transaction are estimated not to exceed 
$133,250, including legal fees not to exceed $2,500. An 
organization tax payable to the State of New York upon fil- 
ing the increase in the number of shares of AEP’s common 
stock is estimated at $81,250. No state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19433), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said declaration, as amended, be permitted to 
become effective: 


\T S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended, 
be, and it hereby is permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19500/April 27, 1976 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


(70-5822) 


ORDER AUTHORIZING PROPOSED TRANSACTIONS 
CONCERNING AN EMPLOYEE STOCK PURCHASE PLAN 


American Electric Power Company, Inc. (AEP’’), a 
registered holding company, has filed an application- 
declaration and an amendment thereto with this Commis- 
sion pursuant to sections 6(a)(1), 7, 9(a)(1) and 10 of the 
Public Utility Holding Company Act of 1935 (‘Act’) and 
Rule 62 promulgated thereunder regarding the following 
proposed transactions. 


AEP has, since 1955, maintained a series of Key Employee 
Stock Purchase Plans (Plans) to assist and encourage 
supervisory, administrative, managerial and professional 
employees of AEP or its subsidiaries to purchase stock of 
AEP. Plans adopted in 1955, 1959 and 1962 have been 
completed. Plans adopted in 1956, 1968 and 1973 are in 
force. AEP is now submitting for stockholder approval its 
1976 Plan (‘Plan’), the subject of the present application. 


The 1976 Plan, which is essentially the same as the 
predecessor Plans, permits qualified employees to purchase 
AEP stock and to pay for it in monthly installments over a 
10-year period. The AEP stock required under the Plan is to 
be purchased on the market at the time each employee 
elects to participate. It is not original issue stock. The cost to 
the participant is the market price, including brokerage com- 
missions. The participant makes an initial payment of 2% of 
the cost and monthly payments at the rate of 3% per annum. 
Ail dividends and other distributions are applied to the 
purchase price. Participants are immediately entitled to vote 
the shares, but they are held by a custodian bank until pay- 
ment is completed. Payment of any unpaid balance is due at 
the end of the 10 years, and the participant may prepay the 
balance and receive the stock at any time after the partici- 
pant has completed 3 years of service or earlier if that re- 
quirement is waived by AEP. 


The 1976 Plan is limited to employees exempt from the 
overtime provisions of the Fair Labor Standards Act who are 
less than 62 years of age and whose annual salary is at least 
$16,000. It is estimated that approximately 1,800 
employees are eligible. Participation is voluntary. 


The amount of stock purchased may not exceed 200% of the 
participants’ annual compensation and not be less than 50% 
thereof. The maximum participation is reduced, within 
specified limits, by the amount still owed by the employee 
under previous Plans. If all employees participated in the 
1976 Plan to the maximum extent, approximately $66.8 
million of AEP stock would be purchased, involving 
somewhat more than 3 million shares. About $16 million of 
obligations under the preceeding Plans remain outstanding. 


The purchase of the stock is financed by two kinds of bank 
loans. A loan secured by pledge of the stock is effected for 
the amount permitted by the governing margin re- 
quirements, presently 50%. An unsecured secondary loan, 
guaranteed by AEP, covers the difference between the 
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margin loan and the 2% down payment. Both loans bear in- 
terest at 8%%. In addition to guaranteeing the secondary 
loan, principal and interest, and paying the administrative 
costs of the Plan, AEP is to pay, without reimbursement, ap- 
proximately 69% of interest charges on both the margin and 
the secondary loans. 


Participants have an unconditional obligation to pay the 
principal and the balance of the interest of the loans. AEP 
states that, since 1955, it has sustained no losses on its 
guarantees of participants’ loans except for 2 minor in- 
stances. In 1975 its contribution to the interest cost of 
previous Plans amounted to $873,620. 


AEP may acquire secondary notes from the lender in the 
course of administering the Plan or meeting its obligation as 
guarantor and has the right to acquire, at its election, all of 
the secondary notes. It also has the right, within limits 
specified in the Plan, to amend or terminate it. AEP requests 
authorization to make acquisitions of such notes, from time 
to time, as permitted by the Plan. 


AEP intends to submit the proposed Plan to its shareholders 
for their consideration and approval at the annual meeting to 
be held on April 28, 1976. The application-declaration 
states that the approval of the Plan requires an affirmative 
vote of at least two-thirds of all outstanding shares present 
or represented at the meeting. If approved, the 1976 Plan 
will become effective May 1, 1976. Eligible employees will 
be afforded the opportunity until December 31, 1976, to 
decide whether or not they desire to enter into agreements 
under the 1976 Plan. An order has been issued authorizing 
the solicitation of proxies concerning the Plan (HCAR No. 
19433, March 17, 1976). 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tion. The record as to the fees and expenses in this 
proceeding is incomplete. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19435), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is ap- 
propriate in the public interest of investors and consumers 
that said application-declaration, as amended, be granted 
and permitted to become effective, subject to the reserva- 
tion of jurisdiction ordered below: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act, 
and subject further to the reservation of jurisdiction ordered 
below. 


IT IS FURTHER ORDERED that jurisdiction be, and it hereby 
is, reserved with respect to the fees and expenses to be in- 
curred by AEP in connection with the proposed Key 
Employee Stock Purchase Plan. 
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For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19501/April 27, 1976 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 44308 


(70-5813) 


ORDER AUTHORIZING PROPOSED CHARTER 
AMENDMENT TO INCREASE AUTHORIZED COMMON 
STOCK AND TO CREATE A CLASS OF $25 PAR VALUE 
PREFERRED STOCK 


Ohio Edison Company (‘Ohio Edison’’), a registered holding 
company and an electric public utility company, has filed a 
declaration and amendments thereto with this Commission 
pursuant to Sections 6(a), 7, and 12(e) of the Public Utility 
Holding Company Act of 1935 (‘Act’) and Rule 62 
promulgated thereunder regarding the following proposed 
transaction. 


Ohio Edison proposes to amend its Articles of Incorporation 
(“Articles”) to (1) increase the number of its authorized 
shares of common stock, par value $9.00 per share, from 
40,000,000 to 55,000,000 shares and (2) to create a new 
class of Ohio Edison preferred stock to consist of 4,000,000 
authorized shares of $25.00 par value preferred stock. 


It is stated that the increase in the number of authorized 
shares of common stock is needed to provide opportunity to 
sell additional common stock to help finance future con- 
struction. It is stated that upon completion of the expected 
sale of Ohio Edison common stock in April 1976, substan- 
tially all of Ohio Edison's presently authorized shares of com- 
mon stock will be outstanding. 


It is proposed to establish the new class of preferred stock to 
give Ohio Edison flexibility in future preferred stock financ- 
ing. Ohio Edison states that it has been advised by major 
investment banking firms that under present market con- 
ditions $25 par value preferred stock is more readily 
marketable and could result in a more favorable dividend 
rate to Ohio Edison. The new class of preferred stock would 
be identical in all respects to Ohio Edison's presently ex- 
isting preferred stock (with the exceptions noted below) ex- 
cept that the par value would be $25 rather than $100 and 
each share will be entitled to one-quarter vote rather than 
one vote on matters upon which preferred stockholders are 
entitled to vote. 


Ohio Edison has stated that under present circumstances, 
the new class of preferred stock and the present class of 
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preferred stock would vote as a single class in connection 
with all matters upon which such classes would be entitled 
to vote unless the matter voted on involved (i) a reduction in 
Ohio Edison's stated capital or capital surplus, (ii) a substan- 
tial change in the purposes of Ohio Edison, (iii) a change of 
Ohio Edison into a non-profit corporation or (iv) an alteration 
of the rights or preferences of one such class. In the cases (i) 
through (iii) above, each class of preferred would vote as a 
separate class and in case (iv) above, only the class affected 
would vote. 


If the proposed amendment to the Articles establishing the 
new class of preferred is adopted, changes to Ohio Edison's 
Code of Regulations will be submitted to stockholders at a 
later time to eliminate inconsistencies in the Code and Ar- 
ticles resulting from the fact that shares of the new class 
preferred stock wil! be entitled to % vote rather than 1 vote. 
Pending such submissions, however, Counsel for Ohio 
Edison advises that provisions of the Articles would control 
in any situation involving such inconsistency. 


Ohio Edison has been authorized to solicit proxies from its 
common stockholders to be used at the annual meeting of 
its stockholders to be held April 29, 1976, through the use 
of certain soliciting material (HCAR No. 19445). Adoption of 
the above-described amendments to the Articles each re- 
quires the favorable vote of the holders of two-thirds of the 
shares outstanding on the date fixed by the Board of Direc- 
tors for the determination of stockholders entitled to vote at 
the meeting. 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tion. 


Due nctice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19445), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said declaration, as amended, be permitted to 
become effective: 


IT |S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended, 
be, and it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19502/April 27, 1976 


Admin. Proc. File No. 3-4721 
In the Matter of 


OHIO POWER COMPANY 
301 Cleveland Avenue, S.W. 
Canton, Ohio 


(70-5689) 


MEMORANDUM OPINION AND ORDER AUTHORIZING 
SALE OF SHORT-TERM PROMISSORY NOTES 


ISSUANCE OF SECURITIES 
Short-Term Notes 


Application of electric utility subsidiary of registered holding 
company under Section 6(b) of the Public Utility Holding 
Company Act of 1935 respecting the issuance of short-term 
notes, granted in part, for amount shown to be necessary 
and appropriate. 


Where authorization for short-term borrowing above 5% of 
total capital is requested under Section 6(b) of the Holding 
Company Act only so much of the amount requested as is 
demonstrated by the record to be necessary and appropriate 
will be granted. 


Computation of Capitalization 


When such items as short-term debt and liabilities under 
long-term installment purchase contracts are significant, 
they should be considered part of the debt component of 
total capitalization. The definition of “total capitalization and 
surplus” in Kentucky Power Company, 41 S.E.C. 29 (1961), 
is to the contrary. But time has eroded its authority on this 
point. 


Res Judicata 


Res judicata applies with much diminished force, it at all, to 
proceedings under the Public Utility Holding Company Act. 
That statute creates a comprehensive system of regulation 
that must be refashioned from time to time to keep pace 
with changes in the economic climate. The fairness con- 
siderations that govern in disciplinary proceedings do not 
control in Holding Company Act proceedings. 


APPEARANCES: 


Richard M. Dicke, John R. Cannell and Kenneth A. 
Zitter, of Simpson Thacher and Bartlett, for Ohio 
Power Company. 


Robert W. Minor, Scott N. Whitlock, Sheldon A. Taft 
and Lance W. Schneier, of Vorys, Sater, Seymour & 
Pease, for Ormet Corporation. 
Aaron Levy, Grant G. Guthrie, Joseph A. Calvarese, Jr. 
and Marilyn Rabhan, for the Division of Corporate 
Regulation of the Commission. 
I. 
Under the Public Utility Holding Company Act of 1935, 


SEC DOCKET/515 








neither registered holding companies nor their subsidiaries 
can borrow more than 5% of their capital on a short-term 
basis without our prior approval.' Ohio Power Company, the 
largest operating subsidiary of American Electric Power 
Company, Inc., a registered holding company, seeks authori- 
ty to borrow up to $270 million at short-term. That $270 
million figure comes to about 10% of Ohio Power’s total 
capital. 


Applications of this sort can be granted only if we find the 
borrowing ‘necessary or appropriate.” 


Ohio Power's largest customer, Ormet Corporation, and our 
Division of Corporate Regulation oppose approval of the full 
$270 million that Ohio Power wants. They argue that Ohio 
Power has not demonstrated the need to borrow that much. 
We agree with Ormet and the Division.‘ 


Ohio Power's schedules show that the maximum amount of 
short-term debt required during 1976 will be $209.2 





' Section 6. 


2 Section 6(b)(3). See, Georgia Power Company, Holding 
Company Act Release No. 18517 (July 31, 1974), 4 SEC 
Docket 665, 667 n. 1. 


3 Ormet's participation in this financing proceeding is related 
to its intervention in rate proceedings before the Ohio Public 
Utilities Commission. Ormet owns an aluminum reduction 
plant in Ohio Power's service area. Because electric power 
accounts for about half of Ormet’s total cost of production, 
any increase in the rates that Ormet has to pay for power 
would have a marked effect on it. When Ohio Power was 
granted an emergency rate increase by the Public Utilities 
Commission in 1975, the rates of all Ohio Power's 
customers were affected except those of Ormet and one 
other customer, with both of which Ohio Power has special 
long-term contracts. In granting the emergency rate relief, 
the Ohio Commission expressed concern about whether the 
two largest customers were contributing a fair share of Ohio 
Power's revenue requirements, noting that it had the 
statutory power to review and conceivably modify and long- 
term contracts. It directed initiation of further proceedings 
regarding the long-term contracts. Ormet is a party in those 
proceedings. The Public Utilities Commission cited as a 
basis for granting the emergency rate increase Ohio Power's 
need to replace its short-term debt with long-term financing, 
which need in turn requires sufficient income to service 
long-term and to pay dividends on new stock. Ormet claims 
that Ohio Power's financing practices have been un- 
economic and wants to limit Ohio Power's use of short-term 
debt. 


“Our views are based on an independent review of the 
record made before an administrative law judge. An initial 
decision was waived, and the record came directly to us 
together with the parties’ briefs. No oral argument was 
sought. 
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million. Those schedules assume that there will be no other 
external financing during the first half of 1976. However, 
Ohio Power is currently seeking authority to sell $80 million 
of first mortgage bonds and $25 million of common stock 
before June 30, 1976.® That, of course, would reduce the 
need for short-term debt. 


After the close of the record, Ohio Power advised us that it 
now estimates that its short-term indebtedness will be no 
more than $190 million, a figure that the contemplated 
offerings of first mortgage bonds and common stock would 
reduce further.’ We have already granted interim orders 
authorizing short-term borrowings through the end of the 
period covered by this application up to that $190 million 
figure.6 That amount seems large enough to meet Ohio 
Power's demonstrated need for short-term money. Hence 
we hold it the appropriate maximum? 





5 Ohio Power indicated that it asked for the $270 million in- 
stead of the lower amount because that is how much its 
charter permitted to be outstanding and it has always been 
Ohio Power's practice to seek the maximum amount it may 
borrow. It claims that all its prior applications were uniformly 
approved by the Division without delay and without Ohio 
Power's being required to demonstrate the need to borrow 
the full amount requested. The Division maintains that prior 
approvals were given on the understanding that the 
amounts requested were actually required. In any event, 
nothing justifies authorization of short-term borrowing in ex- 
cess of the applicant's projected requirements. Applications 
for exemptions from the 5% limitation can be approved only 
to the extent that the amount requested is demonstrated to 
be necessary and appropriate. 


A mere showing that the funds are needed and will be used 
for utility purposes is insufficient. The applicant must do 
more than that. It has to show that alternative methods of 
raising the funds in question have been considered and that 
there is good reason to believe that the proposed short-term 
borrowing would be of more benefit to investors and con- 
sumers than any of the feasible alternatives. 


6 File No. 70-5828. Ohio Power has already sold $15 million 
of common stock to its parent since the close of the record. 
File No. 70-5690. 


’ A letter sent us by counsel for Ohio Power after the close 
of the record states that the proceeds from the sale of bonds 
and common stock will be used to reduce Ohio Power's 
short-term indebtedness, which it estimates will not exceed 
$190 million prior to such sales. 


8 Holding Company Act Release No. 19457 (March 31, 
1976), 9 SEC Docket 340. 


° We have not overlooked a controversy between the Divi- 
sion and Ormet, on the one hand, and Ohio Power, on the 
other, about how a company’s capitalization is to be com- 
puted for regulatory purposes under the Holding Company 
Act. The Division and Ormet take the common sense view 
that when such items as short-term debt and liabilities under 
long-term installment purchase contracts are significant, 
they should be considered parts of the debt component of 
total capitalization. Ohio Power's position to the contrary 
rests on our opinion in Kentucky Power Company,41 S.E.C. 
29 (1961), where we have a definition to “total capitaliza- 
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IV. 


The Division thinks that it would be well for Ohio Power to 
rearrange its affairs with a view to reducing the company’s 
need for additional capital. It tells us, for example, that “Ohio 
Power is carrying much property that is used essentially for 
needs of its associate companies,” and suggests that this 
has led to overinvestment by and excess capacity in Ohio 
Power. Questions are also raised about Ohio Power's non- 
utility investments, especially its real estate holdings. It 
would be better, the Division suggests, to sell property than 
to keep borrowing.'° 


These matters are not now before us. hence we express no 
opinion about them. But we support the Division's effort to 
keep itself fully informed about Ohio Power and about every 


aspect of the holding company system to which Ohio Power 
belongs."' 





Footnote 9 (Continued) 


tion and surplus” that made no reference to the liability ac- 
counts enumerated above. But that was 1961. And this is 
1976. The fifteen years that have elapsed since we issued 
our Kentucky Power opinion have seen revolutionary 
changes in the financial environment in which utilities func- 
tion and to which they must adjust. As we said in Goergia 
Power Company, Holding Company Act Release No. 18577 
(July 31, 1974), 4 SEC Docket 667-668 n. 8: “Things said 
about these matters when ... interest rates were low, ... 
construction programs modest, and utility securities in high 
favor with the investing public cannot be carried over un- 
critically” to a wholly different era. For present purposes we 
need not and do not embark on a reconsideration of all that 
was said in Kentucky Power. |t is enough to observe that 
time has eroded much of Kentucky Power's vitality. 


That Kentucky Power involved a settlement of a controversy 
between the Division and American Electric Power (like 
Ohio Power, Kentucky Power is a subsidiary of American 
Electric Power) and that our opinion there approved that 
settlement and indicated that no objections would be raised 
to future American Electric Power System financings if cer- 
tain conditions were met does not give the American Elec- 
tric Power System a vested right to the perpetual validity of 
all of the formulae that were there accepted. The settlement 
that our predecessors approved in Kentucky Power resolved 
a controversy engendered by what was then a recent change 
in accounting method. That settlement lessened the effect of 
that change on the American Electric Power System. What 
was contemplated was a period of adjustment. That period 
has long since expired. 


Moreover, settlements of this type are in no sense com- 
parable to contracts between private parties. ‘“The Govern- 
ment cannot make a binding contract that it will not exercise 
a sovereign power.’ Amino Brothers Company v. United 
States, 372 F.2d 485, 491 (Ct. Cl., 1967), cert. denied, 389 
U.S. 846. Cf. Wallace Corporation v. N.L.R.B., 323 U.S. 248, 
253 (1944). As we said in Union Electric Company, Holding 
Company Act Release No. 18368 n. 52 (April 10, 1974), 4 
SEC Docket 90,.100, ‘[C]onsiderations of elementary 
fairness that preclude us from reopening a controversy as to 
the legality of some alleged misconduct that we have 
previously resolved in a particular registrant's favor in a dis- 
ciplinary proceeding under the Securities Exchange Act or 


The Holding Company Act cannot work unless those who 
administer it know their subject and are in a position to con- 
vey that knowledge to us. Since most of the pertinent infor- 
mation is in the regulated systems’ hands, it follows that 
those systems are under a duty to cooperate with the Divi- 
sion and to assist its inquiries. That much is axiomatic. 


Against this background, we come to the Division's 
recommendation that: 


“Ohio Power be directed to file ... a report as to the 
plans of itself and its parent, AEP, with respect to ad- 
justment of ownership of generating capacity in the 
AEP system, including any intention and prospect of 
selling or sharing capacity with nonaffiliated utility 
companies and plans as to fuel-related facilities. Such 
report should also disclose what efforts are being 
made by Ohio Power to dispose of real estate not re- 
quired for the operation of its business and identify the 
particular purposes for which real estate not presently 
used, but intended to be kept, is being held.” 


As is apparent from what we have already said, we think 
that the Division has not only the right, but the duty to in- 
quire into these and kindred matters. However, we are not 
persuaded of the need for a formal order directing that a 
report be filed. For the present, at least, we proceed on the 
premise that what has here been said will be enough to dis- 
sipate such confusion as there may heretofore have been 
about the permissible range of the inquiries that our staff 
may make in carrying out its duties under the Holding Com- 





the Investment Advisers Act or in a Securities Act stop order 
proceeding in a second proceeding against the identical 
respondents founded on the very same facts that we have 
previously passed on apply with much diminished force, if at 
all, to proceedings under the Public Utility Holding Company 
Act, which creates a system of pervasive and continuing 
economic regulation that must in some measure at least be 
refashioned from time to time to. keep pace with changing 
economic and regulatory climates. Cf. Section 3(c) of the 
Act, which directs us to revoke exemption orders whenever 
we find ‘the circumstances which gave rise to the issuance 
of such order no longer exist.’ And see Long /sland Lighting 
Company, 18 S.E.C. 717 (1945).” See also 2 Davis Ad- 
ministrative Law Treatise §18.09 at 610 (1958). 


Nor have we forgotten Ormet’s request for the prescription 
of certain conditions that it thinks Ohio Power should be 
made to satisfy if and when it files another application for 
exemption from the Act’s 5% limitation on short-term debt. 
Ormet asks that we now order a hearing on that hypothetical 
application. Ormet also wants to intervene in that as yet 
non-existent proceeding. But there is no such application 
before us. Nor is there any reason to believe that one will be 
filed in the near future. Hence we see no need to address 
ourselves to these matters and things at this time. 


'° The Division's brief states that ‘The persistent short-term 
indebtedness of Ohio Power is not a solution. It only defers 
its grave financial problems.” 


"| We agree with the Division that the inquiry cannot be con- 
fined to a single company in a holding company system and 
that it must extend to the system as a whole. 
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pany Act's financing provisions with respect to the American 
Electric Power System. 


V. 


Accordingly, IT |S ORDERED that the Ohio Power Company 
be, and it hereby is, authorized to incur short-term debt, the 
aggregate outstanding principal amount of which may not 
exceed $190,000,000 at any one time through June 30, 
1976; and it is further 


ORDERED that the authority hereby given be: 
(A) Effective forthwith; and 


(B) Subject to the terms and conditions of Rule 24 
under the Act: and it is further 


ORDERED that the maximum amount fixed by this order be 
reduced by the proceeds of Ohio Power's sales of securities 
to its parent ot to other persons; and it is further 


ORDERED that Ohio Power's request for an exception from 
the requirements of Rule 50 under the Act with respect to 
this financing be, and it hereby is, granted. '* 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS, EVANS and POLLACK). 


George A. Fitzsimmons 
Secretary 





‘2 We have consistently excepted offerings of this character 
from that rule’s competitive bidding requirements. See 
Georgia Power Company, Holding Company Act Release 
No. 18517 n. 15 (July 31, 1974), 4 SEC Docket at 667: 
“Commercial paper does not lend itself to competitive bid- 
ding. The market for such paper is itself highly competitive. 
Going rates are published daily and are determined in the 
main by such money-market factors as the prevailing rate for 
Treasury bills. Hence we agree with the Division that ‘formal 
competitive bidding would seriously hamper the timely sale 
of such notes, while producing none of the offsetting advan- 
tages normally ascribed to the competitive bidding 
process’.” 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19503/April 28, 1976 


In the Matter of 


CENTRAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 78403 


(70-5769) 

ORDER AUTHORIZING PROPOSED ACQUISITION OF 
INTERESTS IN FUEL EXPLORATION AND DEVELOPMENT 
ACTIVITIES 
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Central Power and Light Company (‘‘CPL"), an electric utility 
subsidiary company of Central and South West Corporation, 
a registered holding company, has filed an application and 
an amendment thereto with this Commission pursuant to 
Sectians 9(a) and 10 of the Public Utility Holding Company 
Act of 1935 (’Act’’) regarding the following proposed trans- 
action. 


CPL owns and operates eight steam electric generating 
stations in Texas. All of these plants were designed and con- 
structed to use natural gas as their primary source of fuel. 
Most units have been equipped to burn oil during periods of 
gas curtailment. During the 12 month period ending 
September 30, 1975, fuel oil burned during such gas curtail- 
ment accounted for .2% of CPL’s generation. CPL also plans 
to install a 550 Mw coal fired plant to be in operation by 
1980. CPL states that it has been negotiating with various 
coal suppliers in an attempt to obtain the necessary coal for 
this unit. 


CPL states that it has experienced disruption of its fuel sup- 
ply from its largest single contract gas supplier. CPL further 
states that it has been difficult to arrange for adequate long- 
term supply contracts for fuel from traditional sources and it 
therefore initiated a program of securing a supplemental 
source of fuel under CPL’s direct control. 


CPL states that it initiated such a gas and oil exploration and 
development program in February 1974. From initiation of 
the program in 1974 through December 31, 1975, CPL 
states that it has spent approximately $3,093,640 on oil 
and gas exploration and development projects and $105,- 
000 on an unsuccessful uranium project which has been ter- 
minated. As of December 31, 1975, 23 wells had been drill- 
ed, 12 of which were productive and 11 of which were dry 
holes. Two of the productive gas wells have been evaluated 
as having estimated reserves of 3,600,000 Mcf. The remain- 
ing ten producing wells are being evaluated to determine 
their estimated reserves. Ownership of the wells is shared 
with various other parties. CPL has spent approximately 
$416,000 for leasehold acquisition and presently has in- 
terests in approximately 17,531 gross acres. 


CPL proposes to continue and expand its fuel exploration 
and development activities. These activities may include 
further acquisition of leasehold interests and surface titles, 
disposition of interests not deemed attractive or appropriate, 
geological evaluation and testing, drilling of exploratory and 
development wells, operation of wells or mines and other 
ventures. CPL also proposes to enter into future activities 
through joint ventures, partnerships or other common enter- 
prises and these may involve farm-ins, farm-outs bottom- 
hole or dry-hole contributions and other transactions of the 
sort customarily engaged in during acquisition, exploration 
and development of oil, gas, coal, lignite or uranium 
leasehold properties. 


CPL requests authority, to the extent required under the Act, 
for the future acquisition of interests relating to fuel explora- 
tion and development activities to the extent of an invest- 
ment of $6,977,000 through 1976. Of this investment, CPL 
has budgeted (i) $3,042,000 for CPL’s share of exploration 
and development expenditures to be made through a CSW 
fuel subsidiary, the organization of which would be the sub- 
ject of a separate filing with this Commission; (ii) $2,600.- 
000 to be invested in lignite reserves in Texas and (iii) $1,- 
335,000 to be invested in oil and gas ventures. 
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No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tion. 


CPL proposes to report quarterly to the Commission, pur- 
suant to Rule 24 under the Act, on operations undertaken, 
expenditures made and interests acquired and disposed of 
pursuant to the authorization sought herein. CPL will also 
file quarterly with the Commission a copy of the reports it 
submits to the Federal Power Commission on FPC Form 
423. 


Due notice of the filing of said application has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19456), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said appication, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application, as amended, 
be, and it hereby is, granted, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19504/April 29, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5701/April 29, 1976 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19505/April 29, 1976 


In the Matter of 

NORTH EAST HEAT & LIGHT CO. 
16 North Lake Street 

North East, Pennsylvania 16428 
(70-5849) 


INTERIM ORDER AUTHORIZING EMERGENCY SHORT- 
TERM BORROWING 


North East Heat & Light Co. (‘North East’), a gas utility sub- 
sidiary of British American Utilities (“British American’), a 
registered holding company, has filed an application- 
declaration and amendments thereto with this Commission 
pursuant to Sections 6 and 7 of the Public Utility Holding 
Company Act of 1935 (’‘Act’’) as applicable to the proposed 
transaction. 


North East proposes to make certain short-term borrowings 
through June 30, 1977; however, North East also has an 
immediate need to make short-term borrowings on or before 
April 30, 1976 in order to meet its obligation to pay its gross 
receipts tax to the State of Pennsylvania which is due on 
April 30, 1976. The request for Commission authorization to 
make short-term borrowings through June 30, 1977 will be 
the subject of a later order. At the present time, North East 
proposes to issue and sell unsecured notes to Manufacturers 
and Traders Trust Co. of Buffalo, New York (“Bank”), on or 
before April 30, 1976, in an aggregate principal amount of 
$15,000. The notes will bear interest, payable monthly, on 
the unpaid principal amount thereof, at a rate per annum 
equal to the prime rate then in effect at the Bank plus 2%. At 
the present time, based on a prime rate of 6-3/4%, the effec- 
tive cost of the borrowings will be 8-3/4%. The notes are to 
be payable on demand and will be prepayable, in whole or in 
part, at any time without premium or penalty, at the option 
of North East. No compensating balances are required. 
These borrowings will be in addition to presently outstand- 
ing bank borrowings of North East in the amount of $17,- 
500. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
application-declaration, as amended, be granted and per- 
mitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act, ex- 
cept that the time for filing the certification thereunder with 
respect to the proposed transactions is extended so as to 
allow filing on a quarterly basis. 


IT IS FURTHER ORDERED that jurisdiction be, and it hereby 
is, reserved over such proposals in the application- 
declaration for which Commission authorization is required 
and which are not expressely approved in this interim order. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SEC DOCKET/519 











TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 433/April 26, 1976 


The Securities and Exchange Commission has issued a 
notice giving interested persons until May 24, 1976 to re- 
quest a hearing on an application by American Airlines, Inc. 
pursuant to Section 310(b)(1)(ii) of the Trust Indenture Act 
of 1939 declaring that the trusteeship of Bankers Trust 
Company under five existing indentures and under a pro- 
posed identure is not so likely to involve a material conflict of 
interest as to make it necessary in the public interest or for 
the protection of investors to disqualify Bankers Trust Com- 
pany from acting as trustee under one of these indentures. 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9257/April 23, 1976 


In the Matter of 


GINNY MAE FUND, INC. 
c/o Huntoon, Paige & Co., Inc. 
44 Wall Street 

New York, New York 10005 


(811-2318) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLARING 
THAT COMPANY HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that Huntoon, Paige & Co., Inc., 
formerly known as The Huntoon, Paige Ginny Mae Fund, 
Inc., and The Ginny Mae Fund, Inc. (“Applicant”), which is 
registered under the Investment Company -Act of 1940 
(Act) as an open-end diversified, management investment 
company, has filed an application on December 18, 1975, 
and amendments thereto on January 29, 1976, February 9, 
1976, and April 8, 1976, for an order of the Commission 
declaring that the Applicant has ceased to be an investment 
company as defined in the Act. All interested persons are 
referred to the application on file with the Commission for a 
statement of the representations contained therein, which 
are summarized below. 


Applicant states that its principal business is acting as a 
broker-dealer in Government National Mortgage Association 
securities, and Farmers Home Administration and Veterans 
Administration guaranteed loans. Applicant further states 
that it neither owns nor proposes to acquire investment 
securities having value exceeding 40 per centum of the 
value of its total assets (exclusive of Government securities 
and cash items) on an unconsolidated basis. 
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Section 8(f) of the Act provides, in part, that when the Com- 
mission upon application, finds that a registered investment 
company has ceased to be an investment company, it shall 
so declare by order, and upon the effectiveness of such order 
the registration of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN THAT any interested person may, 
not later than May 18, 1976 at 5:30 p.m., submit to the 
Commission in writing a request for a hearing on this matter 
accompanied by a statement as to the nature of his interest, 
the reason for such request, and the issues of fact or law 
proposed to be controverted, or he may request that he be 
notified if the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served personally or 
by mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon Applicant at 
the address set forth above. Proof of such service (by af- 
fidavit or, in case of an attorney-at-law, by certificate) shall 
be filed contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated under 
the Act, an order disposing of the application will be issued 
as of course following said date unless the Commission 
thereafter orders a hearing upon request or upon the Com- 
mission's own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any-postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9258/April 23, 1976 


In the Matter of 
LIFE INSURANCE COMPANY OF NORTH AMERICA 
and 


LIFE INSURANCE COMPANY OF NORTH AMERICA 
SEPARATE ACCOUNT A 

1600 Arch Street 

Philadelphia, Pennsylvania 19101 


(812-3764) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
MODIFYING ORDERS GRANTING EXEMPTIONS FROM 
THE PROVISIONS OF SECTION 27(a)(4) AND PURSUANT 
TO SECTION 11 APPROVING AN EXCHANGE OFFER 


Life Insurance Company of North America (“LINA”), a stock 
life insurance company organized under the laws of the 
State of Pennsylvania and Life Insurance Company of North 
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America Separate Account A ("Separate Account’), a 
separate account of LINA registered under the Investment 
Company Act of 1940 (the “‘Act’’) as a unit investment trust 
(hereinafter referred to as Applicants”), filed an application 
on February 14, 1975, and amendments thereto on 
February 24 and March 10, 1976, for an order of the Com- 
mission pursuant to Section 6(c) of the Act modifying 
previous orders of the Commission exempting Applicants 
from provisions of Section 27(a)(4) of the Act, and, pursuant 
to Section 11, for an order approving an offer of exchange 
under Sections 11(a) and 11(c) of the Act. 


On March 25, 1976, a notice of the filing of said application 
was issued (Investment Company Act Release No. 9217). 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it has been found that 
the granting of the requested order is appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that the 
application for modification of previous orders granting ex- 
emption from the provisions of Section 27(a)(4) be, and 
hereby is, granted effective forthwith. 


IT 1S FURTHER ORDERED, pursuant to Section 11 of the 
Act, that the proposed exchange offer is approved. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9259/April 23, 1976 


In the Matter of 


LINCOLN NATIONAL DIRECT PLACEMENT FUND, 
INC. 

111 West Washington Street 

Chicago, Illinois 60602 


and 


THE LINCOLN NATIONAL LIFE 
COMPANY 

1301 South Harrison Street 

Fort Wayne, Indiana 46801 


INSURANCE 


(812-3926) 


NOTICE OF APPLICATION FOR ORDER PURSUANT TO 
SECTION 17(d) OF THE ACT AND RULE 17d-1 


THEREUNDER AND PURSUANT TO SECTION 17(b) OF 
THE ACT. 


NOTICE IS HEREBY GIVEN that Lincoln National Life In- 
surance Company (“Lincoln Life’), an Indiana stock life in- 
surance company, and Lincoln National Direct Placement 
Fund, Inc. (‘Fund’), a non-diversified, closed-end manage- 
ment investment company registered under the Investment 
Company Act of 1940 (‘Act’), (hereinafter collectively 
referred to as “Applicants”), filed an application on March 
12, 1976 and an amendment thereto on April 12, 1976 pur- 
suant to Section 17(d) of the Act and Rule 17d-1 thereunder 
for an order of the Commission permitting the Fund to par- 
ticipate jointly with certain affiliates, where such affiliates 
may be or may be deemed to be joint participants, in a direct 
placement purchase of a new issue of 112% 6-year Notes 
(Notes) of the Southern Company (“Southern”) and-pur- 
suant to Section 17(b) of the Act for an order of the Com- 
mission exempting from the provisions of Section 17(a) of 
the Act the proposed transfer from Lincoln Life to the Fund 
of $2,000,000 principal amount of the Notes. All interested 
persons are referred to the application on file with the Com- 
mission for a statement of the representations contained 
therein, which are summarized below. 


Lincoln Life and the Fund’s investment adviser, Lincoln 
National Investment Management Company (‘‘Adviser’’), are 
wholly-owned subsidiaries of Lincoln National Corporation 
(“Lincoln National’). American States Life Insurance Com- 
pany (“States”), a life insurance company and American 
Economy Insurance Company (‘Economy’), a property and 
casualty insurance company are subsidiaries of a subsidiary 
of Lincoln National. Section 2(a)(3)(C) defines an “affiliated 
person” of another person to include any person directly or 
indirectly controlled by or under common control with such 
other person and an investment adviser if such other person 
is an investment company. 


The Notes were offered at private placement, through a 
securities dealer as intermediary, to Lincoln Life and other 
investors. The Adviser determined that the Notes would be 
an attractive investment for the Fund in furtherance of its 
objectives and policies. Lincoln National, certain affiliates 
thereof including Lincoln Life, and investment companies 
managed by the Adviser currently own securities issued by 
Southern. As stated in the Fund’s prospectus, the Fund may 
purchase the securities of an issuer whose securities have 
previously been acquired and are held by Lincoln National or 
its subsidiaries, only with the approval of a majority of the 
directors who are not “‘interested persons” of the Fund. The 
Fund's board of directors and specifically those directors 
who are not “interested persons” of the Fund approved the 
Fund's purchase of $2,000,000 of the Notes. Lincoln Life 
took $1,500,000 of the proposed offering for its Separate 
Investment Fund No. 5, a separate account maintained by 
Lincoln Life representing assets of its employees’ pension 
fund. States and Economy took $500,000 and $1,000,000 
respectively of the offering for their general accounts. The 
Fund's participation in the transaction involves a joint trans- 
action with affiliated persons of the Fund’s Adviser which is 
prohibited under Section 17(d) of the Act and Rule 17d-1 
thereunder unless an exemptive order is issued by the Com- 
mission pursuant to Rule 17d-1. 


Due to the fact that the closing date for the purchase and 
sale of the Notes and the issuance date thereof would occur 
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before the granting of the order pursuant to Section 17(d) of 
the Act and Rule 17d-1 thereunder, the Fund entered into 
an agreement whereby Lincoln Life acquired, in addition to 
the $1,500,000 acquired for its Separate Account No. 5, 
$2,000,000 principal amount of the Notes subject to an 
obligation to transfer such principal amount to the Fund at 
cost plus accrued interest if, within 90 days after the ac- 
quisition by Lincoln Life of the Notes, an order of the Com- 
mission permitting such transaction was granted. If such an 
order is not received, the additional $2,000,000 principal 
amount of the Notes will be retained for investment by Lin- 
coln Life. 

Rule 17d-1 provides that “no affiliated person of...any 
registered investment company and no affiliated person of 
such a person... acting as principal, shall participate in, or 
effect any transaction in connection with any joint enterprise 
or other joint arrangement or profit sharing plan in which any 
registered company ... is a participant... unless an applica- 
tion regarding such joint enterprise, arrangement or profit 
sharing plan has been filed with the Commission and has 
been granted by an order....” It is also provided that in 
passing upon such application, the Commission will consider 
whether the participation of such registered or controlled 
company in such joint enterprise, joint arrangement or profit 
sharing plan on the basis proposed is consistent with the 
provisions, policies and purposes of the Act, and the extent 
to which such participation is on a basis different from, or 
less advantageous than, that of other participants. 


Section 17(a) of the Act, as here pertinent, prohibits Lincoln 
Life as an affiliated person of the Adviser from selling to the 
Fund any securities unless the Commission, upon applica- 
tion pursuant to Section 17(b), grants an exemption from 
the provisions of Section 17(a) upon finding that the terms 
of the proposed transaction, including the consideration to 
be paid, are reasonabJe and fair and do not involve 
overreaching on the part of any person concerned, and that 
the proposed transaction is consistent with the policy of the 
Fund and with the general purposes of the Act. 


The Fund represents that except for the amount acquired, it 
will be participating in the proposed joint enterprise on a 
basis no different from that of the other participants. The 
Notes will be acquired by all participants at the same price. 
The Fund represents that the proposed transaction is consis- 
tent with the policy of the Fund as recited in its registration 
statement. Applicants also represent that the terms of the 
transfer of $2,000,000 principal amount of the Notes from 
Lincoln Life to the Fund will be reasonable and fair and will 
not involve overreaching on the part of either Lincoln Life or 
the Fund, since the consideration paid by the Fund will equal 
the price paid by Lincoln Life for the Notes, plus accrued in- 
terest, and that the proposed transaction is consistent with 
the general purposes of the Act. 


Applicants request (a) an order of the Commission pursuant 
to Section 17(d) of the Act and Rule 17d-1 thereunder, per- 
mitting Lincoln Life, States, Economy and the Fund to ac- 
quire respectively $1,500,000, $500,000, $1,000,000 and 
$2,000,000 principal amount of the Notes: and (b) an order 
of the Commission pursuant to Section 17(b) of the Act ex- 
empting from the provisions of Section 17(a) of the Act the 
transfer from Lincoln Life to the Fund of the $2,000,000 
principal amount of the Notes acquired by Lincoln Life sub- 
ject to transfer to the Fund, provided that such transfer is 


522/SEC DOCKET 


made at a time within 90 days of the acquisition of the 
Notes by Lincoln Life and at a price equal to the price paid 
by Lincoln Life for the Notes together with any interest ac- 
crued on the Notes to be transferred from the date such 
Notes were purchased by Lincoln Life to the date of transfer. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact or 
law proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing thereon. 
Any such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served personally or 
by mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon Applicants at 
the address stated above. Proof of service (by affidavit or in 
case of an attorney at law by certificate) shall be filed con- 
temporaneously with the request. As provided by Rule 0-5 
of the Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission's own mo- 
tion. Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing (if 
ordered) and any postponement thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SBL VARIABLE ANNUITY ACCOUNT 
700 Harrison Street 
Topeka, Kansas 66636 


(812-3919) 


ORDER PURSUANT TO SECTION 11 
APPROVING AN EXCHANGE OFFER 


OF THE ACT 


Security Benefit Life Insurance Company ("SEL"), a mutual 
life insurance company organized under the laws of the 
State of Kansas, and SBL Variable Annuity Account 
(“VAA"), a separate account of SBL registered as a unit in- 
vestment trust under the Investment Company Act of 1940 
(“Act'’)(hereinafter referred to as “Applicants’’),: filed an 
application on February 25, 1976 and an amendment 
thereto on March 22, 1976 pursuant to Section 11 of the 
Act for an order on behalf of Applicants approving an offer of 
exchange. 


On March 29, 1976, a notice of the filing of said application 
was issued (Investment Company Act Release No. 9224). 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it has been found that 
the granting of the requested order is appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 11 of the Act that the 
proposed exchange offer is approved. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9262/April 27, 1976 


In the Matter of 


HOME LIFE INSURANCE COMPANY 
HOME LIFE SEPARATE ACCOUNT C 


and 

HOME LIFE SEPARATE ACCOUNT D 
253 Broadway 

New York, New York 10007 


(812-3916) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 27(a)(3) OF THE 
ACT AND RULE 27a-2 THEREUNDER. 


Home Life Insurance Company ("Home Life’), a New York 
mutual life insurance company, Home Life Separate Ac- 
count C (‘Account C’’) and Home Life Separate Account D 
(“Account D”), separate accounts of Home Life registered 
under the Investment Company Act of 1940 (“Act”) as unit 
investment trusts (hereinafter collectively referred to as 
Applicants’), filed an application on February 20, 1976, 
and an amendment thereto on March 26, 1976, pursuant to 
Section 6(c) of the Act for an order of exemption from Sec- 
tion 27(a)(3) of the Act and Rule 27a-2 thereunder. 


On March 30, 1976, a notice was issued of the filing of said 
application (Investment Company Act Release No. 9225). 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion might be issued upon the basis of the information stated 
therein unless a hearing should be ordered. No request for a 
hearing has been filed and the Commission has not ordered 
a hearing. 


The matter has been considered and it has been found that 
the granting of the requested order and exemption is ap- 
propriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption from the provisions of Section 
27(a)(3) and Rule 27a-2 thereunder, be and hereby is, 
granted effective forthwith. 


By the Division of Investment Management, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9263/April 27, 1976 


In the Matter of 


ANCHOR GROWTH FUND, INC. 
ANCHOR INCOME FUND, INC. 
ANCHOR RESERVE FUND, INC. 
ANCHOR SPECTRUM FUND, INC. 
FUNDAMENTAL INVESTORS, INC. 
WASHINGTON NATIONAL FUND, INC. 
and 

ANCHOR CORPORATION 

Westminster at Parker 

Elizabeth, New Jersey 07207 


(812-3896) 
ORDER PURSUANT TO SECTION 6(c) EXEMPTING 
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APPLICANTS FROM PROVISIONS OF SECTION 22(d) OF 
THE ACT 


Anchor Growth Fund, Inc., Anchor Income Fund, Inc., 
Anchor Reserve Fund, Inc., Anchor Spectrum Fund, Inc., 
Fundamental Investors, Inc. and Washington National Fund, 
Inc., (herein collectively referred to as the ‘Funds’ and each 
individually as a ‘‘Fund”’), each of which is registered as an 
open-end, diversified management investment company un- 
der the Investment Company Act of 1940 ("Act’’), and 
Anchor Corporation (‘Anchor’), principal underwriter and in- 
vestment adviser for the Funds (herein collectively referred 
to with the Funds as “‘Applicants”’), filed an application pur- 
suant to Section 6(c) of the Act for an order granting an ex- 
emption from Section 22(d) of the Act. 


On March 31, 1976, a notice was issued (Investment Com- 
pany Act Release No. 9228) of the filing of this application. 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course on the basis of the infor- 
mation stated therein unless a hearing should be ordered. 
No request for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate and in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. - 


IT iS ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption from provisions of Section 22(d) 
of the Act to the extent requested, be and hereby is granted, 
effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9264/April 28, 1976 


In the Matter of 


WOOD, STRUTHERS & WINTHROP, INC. 
20 Exchange Place 
New York, N. Y. 10005 


(812-3925) 


ORDER PURSUANT TO SECTION Q(c) OF THE ACT 
EXEMPTING APPLICANTS FROM THE PROVISIONS OF 
SECTION 9(a) OF THE ACT. 


Wood, Struthers & Winthrop, Inc. (“WS&W"’), filed an 
application pursuant to Section 9(c) of the Investment Com- 
pany Act of 1940 ("the Act’) on March 12, 1976 for an 
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order permanently exempting WS&W; Wood, Struthers & 
Winthrop Management Corp. ("Management Corp.”) and 
any companies of which they presently are affiliated persons 
(collectively the ‘‘Applicants’”), from the provisions of Sec- 
tion 9(a) of the Act. 


On March 12, 1976, a notice was issued (Investment Com- 
pany Act Release No. 9201) of the filing of the application. 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion might be issued on the basis of the information therein 
unless a hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a heas- 
ing. 


The matter having been considered, it is found that the 
granting of the requested permanent exemption, pursuant to 
Section 9(c) of the Act from the provisions of Section 9(a) of 
the Act as noted below is appropriate in the public interest 
and consistent with the protection of investors and the pur- 
poses fairly intended by the policy and provisions of the Act. 


IT {S ORDERED, pursuant to Section 9(c) of the Act that 
WS&W and Management Corp. and any companies of 
which they presently are affiliated persons are hereby per- 
manently exempted from the provisions of Section 9(a) of 
the Act operative as a result of the entry of the injunction 
against WS&W in Securities and Exchange Commission v. F. 
L. Salomon & Co., et al. 


By the Commission. 


George A. Fitzsimmons, 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9265/April 28, 1976 


In the Matter of 


CHECCHI-PACIFIC CORPORATION 
1730 Rhode Island Avenue, N.W. 
Washington, D.C. 20036 


(811-1237) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLARING 
THAT CHECCHI-PACIFIC CORPORATION HAS CEASED 
TO BE AN INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN THAT Checchi and Company 
(“Checchi"), a Delaware Corporation primarily engaged, 
directly and through a wholly-owned subsidiary, in the con- 
sulting and tire business, filed an application on April 20, 
1976, pursuant to Section 8(f) of the Investment Company 
Act of 1940 (the Act’), for an order of the Commission 
declaring that Checchi-Pacific Corporation (‘‘Checchi- 
Pacific’), a registered closed-end, non-diversified, manage- 
ment investment company and a former wholly-owned sub- 
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sidiary of Checchi that has been merged into Checchi, has 
ceased to be an investment company as defined in the Act. 
All interested persons are referred to the application on file 
with the Commission for a statement of the representations 
contained therein, which are summarized below. 


Checchi-Pacific, a Delaware corporation, registered under 
the Act on October 16, 1963. The shareholders of Checchi, 
at a special meeting held on October 30, 1975, approved 
the merger of Checchi-Pacific into Checchi. On December 
24, 1975, Checchi filed a Certificate of Merger with the 
Secretary of State of Delaware and on December 28, 1975, 
Checchi-Pacific’s existence was terminated by consumma- 
tion of the merger transaction, and without formal dissolu- 
tion, pursuant to the General Corporation Law of Delaware. 


Section 8(f) of the Act provides, in pertinent part, that when 
the Commission, upon application, finds that a registered’ in- 
vestment company has ceased to be an investment com- 
pany, it shall so declare by order, and, upon the taking effect 
of such order, the registration of such company shall cease 
to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 24, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission shall order a 
hearing thereon. Any such communication shall be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served ‘is located more than 500 miles from the point of 
mailing) upon Checchi at the address stated above. Proof of 
such service (by affidavit, or in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the re- 
quest. As provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following May 24, 
1976, unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to whether a hear- 
ing is ordered, will receive any notices or orders issued in 
this matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9266/April 28, 1976 


In the Matter of 


VANCE, SANDERS EXCHANGE FUND 
(A California Limited Partnership) 

One Beacon Street 

Boston, Massachusetts 02108 


LANDON T. CLAY 

c/o Vance, Sanders & Company, !nc. 
One Beacon Street 

Boston, Massachusetts 02109 


O. KELLEY ANDERSON 
294 Washington Street 
Boston, Massachusetts 02109 


VINTON C. JOHNSON 
111 Devonshire Street 
Boston, Massachusetts 02109 


and 


MAYNARD CORPORATION 

c/o Vance, Sanders & Company, Inc. 
One Beacon Street 

Boston, Massachusetts 02109 


(812-3915) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING CERTAIN PROPOSED TRANSACTIONS 
FROM SECTION 17(a) OF THE ACT AND PURSUANT TO 
SECTION 6(c) OF THE ACT EXEMPTING THE FUND FROM 
THE PROVISIONS OF SECTION 22(d) OF THE ACT 


Vance, Sanders Exchange Fund ("Fund’’), a California limited 
partnership registered under the Investment Company Act of 
1940 ("‘Act’’) as an open-end, diversified management in- 
vestment company, Landon T. Clay, (‘Clay’), O. Kelley 
Anderson (’‘Anderson’’), Vinton C. Johnson (“Johnson”), and 
Maynard Corporation, a Delaware corporation (hereinafter 
collectively referred to as ““Applicants”), filed an application 
on February 18, 1976, and an amendment thereto on March 
11, 1976, for an order (i) pursuant to Section 17(b) of the 
Act exempting certain transactions from Section 17(a) of 
the Act, to permit Clay, Anderson, Johnson and Maynard 
Corporation to exchange certain portfolio securities in return 
for Fund shares, and (ii) pursuant to Section 6(c) of the Act 
exempting Fund from the provisions of Section 22(d) of the 
Act to permit Vance, Sanders and Company, Inc., Fund's in- 
vestment adviser to purchase for cash additional Fund 
shares without deduction of the subscription fee. 


On March 31, 1976, a notice was issued (Investment Com- 
pany Act Release No. 9233) of the filing of the application. 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued upon the basis of the information 
stated therein unless a hearing should be ordered. No re- 
quest for a hearing has been filed, and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found that the 
terms of the proposed transactions are reasonable and fair 
and do not involve over-reaching on the part of any person 
concerned, that the proposed transactions are consistent 
with the policies of the Fund and with the general purposes 
of the Act, and that the requested exemption from Section 
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22(d) of the Act is appropriate in the public interest and con- 
sistent with the protection of investors and the purposes 
fairly intended by the policy and provisions of the Act. Ac- 
cordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, that 
the proposed transactions as set forth in the application be, 
and hereby are, exempted from the provisions of Section 
17(a) of the Act, effective forthwith. 


iT iS FURTHER ORDERED, pursuant to Section 6(c) of the 
Act, that the requested exemption from the provisions of 
Section 22(d) of the Act be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9267/April 28, 1976 


In the matter of 


VANCE, SANDERS EXCHANGE FUND 
(A California Limited Partnership) 

One Beacon Street 

Boston, Massachusetts 02108 


(812-3849) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT FOR 
EXEMPTION FROM CERTAIN PROVISIONS OF SECTION 
2(a)(3) OF THE ACT 


Vance, Sanders Exchange Fund, a California limited 
partnership, filed an application on March 11, 1976, and an 
amendment thereto on March 26, 1976, for an order of ex- 
emption from certain provisions of Section 2(a)(3) of the 
Investment Company Act of 1940 (‘Act’). 


On March 31, 1976, a notice was issued (Investment Com- 
pany Act Release No. 9232) of the filing of this application. 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course on the basis of the infor- 
mation stated therein unless a hearing should be ordered. 
No request for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate and in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from provisions of Section 
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2(a)(3) of the Act to the extent requested, be and hereby is 
granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9268/April 28, 1976 


In the Matter of 


SMITH BARNEY, HARRIS UPHAM & CO. 
INCORPORATED: LOEB, RHOADES & CO.; BLYTH 
EASTMAN DILLON & CO. INCORPORATED; 
SHEARSON HAYDEN STONE INC.; THOMSON & 
McKINNON AUCHINCLOSS KOHLMEYER INC. 


CORPORATE SECURITIES TRUST, INTERMEDIATE- 
TERM DEBT SERIES 1 AND SUBSEQUENT SERIES 


c/o Smith Barney, Harris Upham & Co. Incorporated 
1345 Avenue of the Americas 
New York, New York 10019 


(812-3930) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) FOR EXEMPTIONS FROM SECTION 14(a) 
AND FROM RULES 19b-1 and 22c22c-1 


NOTICE IS HEREBY GIVEN that Corporate Securities Trust, 
Intermediate Term Debt Series 1 and subsequent series (un- 
managed unit investment trusts hereinafter called the 
“Fund” and collectively with Smith Barney, Harris Upham & 
Co. Incorporated; Loeb Rhoades & Co.; Blyth Eastman 
Dillon & Co. Incorporated; Shearson Hayden Stone Inc.; and 
Thomson & McKinnon Auchincloss Kohlmeyer Inc., the 
“Applicants’’), registered under the Investment Company 
Act of 1940 ("Act’’) as unit investment trusts, filed an 
application on March 19, 1976, pursuant to Section 6(c) of 
the Act for an order (i) exempting Applicants from the 
provisions of Section 14(a) of the Act (ii) exempting 
Applicants from the provisions of Rule 19b-1 under the Act: 
and (iii) exempting the secondary market transactions of 
Applicants from the provisions of Rule 22c-1. All interested 
persons are referred to the application on file with the Com- 
mission for a statement of the representations contained 
therein which are summarized below. 


Applicants include Smith Barney, Harris Upham & Co. Incor- 
porated; Loeb Rhoades & Co.; Blyth Eastman Dillon & Co. 
Incorporated; Shearson Hayden Stone Inc.; Thomson & 
McKinnon Auchincloss Kohimeyer Inc.; and Corporate 
Securities Trust, Intermediate-Term Debt Series 1, and sub- 
sequent series of Fund, each of which is an unmanaged 
fund, with a portfolio consisting of bonds or preferred stock. 
Each series is created under Massachusetts law pursuant to 
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a trust agreement (‘Trust Agreement’) among Smith 
Barney, Harris Upham & Co. Incorporated; Loeb Rhoades & 
Co.; Blyth Eastman Dillon & Co. Incorporated; Shearson 
Hayden Stone Inc.; Thomson & McKinnon Auchincloss 
Kohimeyer Inc.; and, possibly, in the case of subsequent 
series, one or more additional or fewer sponsors (collective- 
ly, Sponsors’), New England Merchants National Bank or, 
in the case of subsequent series, another bank (’Trustee’’) 
and Interactive Data Services, Inc. or, possibly, in the case of 
subsequent series, another evaluating firm (‘Evaluator’). 
There are provisions for the liquidation of bonds or preferred 
stock in the portfolio upon the occurrence of certain credit 
factors and other enumerated events, and the number of 
units of undivided interest in a series may not be increased 
after the date of deposit. The units are distributed by the 
Sponsors during the initial offering period at sales charges 
which will be specified in the applicable prospectuses. 


While the Sponsors are not obligated to do so, it is their in- 
tention to maintain a market for units of the Fund and to 
offer to purchase such units at prices, subject to change at 
any time, which are based upon the aggregate offering price 
of the bonds or preferred stock. If the supply of units of such 
Fund exceeds demand, or for some other business reason, 
the Sponsors may discontinue purchases of units of any 
Fund at prices based on the offering prices of bonds or 
preferred stock in the Fund. In this event the Sponsors may 
nonetheless purchase units, as a service to unitholders, at a 
price based on the current redemption price for those units. 
However, if the Sponsors repurchase units in the secondary 
market at a price below the offering prices of bonds or 
preferred stock in any Fund they will tender the units to the 
Trustee for redemption and will not resell them in the sec- 
ondary market. During the initial public offering period or 
thereafter, on a given day the price offered by the Sponsors 
for the purchase of units shall be an amount not less than 
the unit value at which units may be redeemed, based on the 
aggregate bid prices of bonds or preferred stock in the Fund 
on the date on which the units are tendered for redemption. 


Section 14(a) 


Section 14(a) provides, in part, that no registered invest- 
ment company may make a public offering of its securities 
unless (i) such company has a net worth of at least $100,- 
000 or (ii) provision is made in connection with the registra- 
tion of such securities which insures that firm agreements 
will have been made by which not more than 25 persons will 
privately purchase securities issued by the company for an 
aggregate amount which, when added to the then net worth 
of the company, if any, will equal at least $100,000. 


Applicants assert that Section 14(a) of the Act is intended to 
limit the formation of under-capitalized investment com- 
panies. Applicants state that it is intended that each series of 
the Fund, at the date of deposit and before any unit is 
offered to the public, will have a net worth far in excess of 
$100,000, that the Sponsors intend to sell all units to the 
public at an offering price disclosed in the prospectus, that it 
is intended that a secondary market for the units be main- 
tained, as described above, and that interest rates and other 
applicable information concerning the underlying bonds will 
be discussed in the prospectus. The Sponsors maintain that 
this course of conduct demonstrates that the danger of the 
creation of an undercapitalized fund is not present in this 
case. 


The Sponsors have agreed to the requested exemption being 
subject to the condition that the Sponsors and any other un- 
derwriters or dealers participating in the distribution of each 
series of Fund will refund, on demand and without deduc- 
tion, all sales charges paid by purchasers of units in the in- 
itial public offering, and liquidate the bonds or preferred 
stock held by such series of Fund and distribute the 
proceeds thereof, if, within 90 days from the time that the 
Registration Statement relating to such series becomes 
effective, either (i) the net worth of the series shall be reduc- 
ed to less than $100,000 or (ii) such series shall have been 
terminated. The Sponsors have further agreed to instruct the 
Trustee on the date of deposit of each series of Fund to ter- 
minate such series in the manner provided in the Trust 
Agreement and distribute the assets thereof to the unit- 
holders in the event redemption by the Sponsors of unsold 
units results in such series having a net worth of less than 
40% of the principal amount of the initial portfolio, and in the 
event of any such termination the Sponsor will refund, on 
demand and without reduction, all sales charges to 
purchasers of units of such series of Fund from the Sponsor 
or from any underwriter or dealer participating in the dis- 
tribution. 


Rule 19b-1 


Rule 19b-1(b) provides, in part, that no registered invest- 
ment company which is not a “regulated investment com- 
pany” as defined in Section 851 of the Internal Revenue 
Code shall make more than one distribution of long-term 
capital gains in any one taxable year. 


Applicants seek to follow the course of distributing principal, 
including any capital gains, and interests or dividends on 
each series of the Fund to unitholders on a regular basis. 
Applicants state that distributions of principal constituting 
Capital gains to unitholders are anticipated to arise in the 
following circumstances: (1) if an issuer calls or redeems an 
issue held in the portfolio and (2) if bonds or preferred stock 
are liquidated in order to provide monies necessary to meet 
redemptions. Applicants state that it is unlikely capital gains 
will arise from sales of bonds or preferred stock made by the 
Trustee at the request of the Sponsors after default in 
payments of principal or interest or dividends or the oc- 
currence of other market or credit factors which, in the opin- 
ion of Sponsors, would make retention of such bonds or 
preferred stock in the Fund series detrimental to the in- 
terests of the unitholders. 


Applicants state that the dangers against which Rule 19b-1 
is intended to guard will not exist in connection with the 
Fund since neither the Fund nor the Sponsors have control 
over the events which could trigger capital gains. The 
Applicants seek to make a combined distribution of prin- 
cipal, including capital gains, and interest or dividends on a 
regular basis, and state that any capital gains in such dis- 
tribution will be clearly distinguished from interest or 
dividends distributions in the accompanying report by the 
Trustee to unitholders. Applicants state that it would be to 
the detriment of unitholders if the Fund were forced to 
withhold monies constituting capital gains from such un- 
itholders until the end of the year. 


Applicants point out that paragraph (b) of Rule 19b-1 
provides that a unit investment trust may distribute capital 
gains dividends received from a regulated investment com- 
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pany within a reasonable time after receipt. Applicants con- 
tend that the purpose behind this provision is to avoid re- 
quiring such trusts to accumulate valid distributions received 
throughout the year until the year-end, and they state that 
their situation is within the intended objectives of such 
provision. 


Rule 22c-1 


Rule 22c-1 provides, in part, that redeemable securities of 
registered investment companies may be sold, redeemed, or 
repurchased at a price based on the current net asset value 
(computed on each day during which the New York Stock 
Exchange is open for trading not less frequently than once 
daily as of the time of the close of trading on such Exchange) 
which is next computed after receipt of a tender of such 
security for redemption or of an order to purchase or sell 
such security. 


Applicants state that Investment Company Act Releases 
Nos. 5413 and 5519 put forward two purposes for Rule 
22c-1: (1) to eliminate or reduce any dilution of the value of 
outstanding redeemable securities of registered investment 
companies which would occur through the redemption or 
repurchase of such securities at a price above their net asset 
value or the sale of such securities at a price based on a 
previously established net asset value which would permit a 
potential investor to take advantage of an upswing in the 
market and the accompanying increase in the net asset 
value of the securities; and (2) to minimize speculative 
trading practices in the securities of registered investment 
companies. 


Applicants state that transactions in units of the Fund in the 
secondary market cannot dilute the value of outstanding 
securities since each Fund series consists of a stable port- 
folio of bonds or preferred stock and each unit represents a 
fractional undivided interest in that portfolio. By the terms of 
the Trust Agreement for each series of Fund, the number of 
units may not be increased, and, therefore, Applicants state 
that the price at which units are sold or repurchased does 
not affect the value of either the underlying bonds or the 
fractional undivided interest in those bonds which is 
represented by each outstanding unit. Applicants state 
further that the only instance in which Fund assets are in- 
volved in a secondary market transaction is upon redemp- 
tion of a unit, and in the case of redemption the Fund will 
follow the practice of daily pricing and forward pricing set 
forth in Rule 22c-1. 


Applicants further assert that secondary market trading in 
the Fund is not attractive to speculators. They state that 
each series of Fund is designed for investors who desire fix- 
ed income, as reflected in the prospectus. Applicants further 
state that it might be possible for a speculator to recover the 
costs of approximating the statistical techniques used by the 
Evaluator in evaluating the protfolio of a Fund series only by 
making very large trades in the secondary market. 
Applicants state that they anticipate that the number of 
units available in the secondary market will be very limited. 


Applicants state that the application of Rule 22c-1 to the 
Funds, causing additional evaluations of the Fund by the in- 
dependent Evaluator who is paid for each evaluation, would 
be so costly as to be significantly detrimental to the interests 
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of the unitholders, particularly in light of the anticipated low 
volume of secondary market activity. 


Applicants state that “backward pricing’ is necessary in 
order that the Sponsors be able to quote a price at which 
they will purchase Units. Trades accomplished at a price to 
be determined several days in the future, Applicants con- 
tend, would be unsatisfactory to the unitholders as well as to 
the Sponsors. 


Applicants further state that a procedure will be instituted to 
ensure, without additional cost to investors, that an investor 
who wishes to dispose of his units will never receive less 
than the redemption value by selling his units to the Spon- 
sors. The Sponsors propose to obtain from the Evaluator: 
for each series and on each trading day, a letter to the effect 
that in its independent judgment it can state that the bid 
side evaluation is not higher than or equal to the previous 
Friday's offering side evaluation, and if the Evaluator does 
not feel that it can give such letter the Sponsor will order a 
new evaluation. Similarly, in order to minimize the risk that a 
purchasing investor may be paying more than he would pay 
if daily evaluations were made the Evaluator will, without a 
formal evaluation, also determine if the evaluation has 
decreased by an amount greater than or equal to one half a 
point. To avoid the Sponsors receiving more than the 
specified sales charge on the resale of units, the Sponsors 
have undertaken not to resell any units which they 
repurchased at a price below the offering side evaluation 
and if it determines that such a decrease has occurred it will 
perform a new evaluation which whill become the basis for 
the public offering price until the next succeeding evaluation. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 24, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact or 
law proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing thereon. 
Any such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served personally or 
by mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon Applicants at 
the address stated above. Proof of such service (by affidavit 
or in case of an attorney at law by certificate) shall be filed 
contemporaneously with the request. At any time after said 
date, as provided by Rule O-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application herein will be issued as of course following said 
date unless the Commission thereafter orders a hearing 
upon request or upon the Commission's own motion. Per- 
sons who request a hearing, or advice as to whether a hear- 
ing is ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9269/April 29, 1976 


In the Matter of 


FIDELITY MUNICIPAL BOND FUND, LTD. 
(A Nebraska Limited Partnership) 

35 Congress Street 

Boston, Massachusetts 02109 


(812-3929) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR EXEMPTIONS FROM 
SECTIONS 2(a)(3), 2(a)(19), 18(f), AND 22(e) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Fidelity Municipal Bond 
Fund, Ltd. (“Applicant’’), a limited partnership organized un- 
der the Uniform Limited Partnership Act of Nebraska (the 
“Nebraska Partnership Act’) and registered under the 
Investment Company Act of 1940 (the ‘‘Act’’) as an ‘‘open- 
end, diversified, management investment company, filed an 
application on March 16, 1976, for an order of exemption, 
pursuant to Section 6(c) of the Act, from certain provisions 
of Sections 2(a)(3), 2(a)(19), 18(f), and 22(e) of the Act. All 
interested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein, which are summarized below. 


On February 27, 1976, Applicant filed its Certificate and 
Agreement of Limited Partnership (the ‘Partnership 
Agreement’) under the Nebraska Partnership Act. Applicant 
has also filed a Registration Statement on Form S-5, pur- 
suant to the Securities Act of 1933, to register its shares of 
partnership interest (“Shares”) for public sale. Applicant in- 
tends to continuously offer Shares to investors, but reserves 
the right to cease doing so. 


Applicant's investment objective is to provide Shareholders 
with as high a level of interest income which is exempt from 
Federal income taxation as is consistent with the preserva- 
tion of capital. Applicant will seek to accomplish this objec- 
tive by investing its assets in a diversified portfolio of 
obligations issued by or on behalf of states, territories and 
possessions of the United States, the District of Columbia, 
and their political subdivisions, agencies, and instrumen- 
talities, the interest on which is exempt from Federal income 
taxation (‘municipal bonds’), or in certain permitted tem- 
porary investments. Applicant intends to restrict its in- 
vestments in municipal bonds to those issues which are 
rated, at the time of purchase, within the three highest 
grades by Moody's Investors Service, Inc. or Standard & 
Poor's Corporation. Applicant was organized as a limited 
partnership, rather than a corporation or trust, in order to 
provide it public investors with certain tax advantages which 
would not be available if Applicant were organized as a cor- 
poration or trust. 


Applicant has submitted to the Internal Revenue Service 
(“IRS”) requests for rulings under the Internal Revenue Code 
of 1954, as amended, that, for Federal income tax purposes, 
income received by Applicant which is excludable from 
gross income under the Internal Revenue Code will retain 
such status when allocated and distributed to Applicant's 
partners and that Applicant will be treated as a partnership 
and not as an association taxable as a corporation. If these 


rulings are issued, they are expected to be based on the fact 
that Applicant is established as a partnership and that it 
lacks the corporate characteristics of limited liability and 
continuity of life. Applicant states that it was organized un- 
der Nebraska law because the Nebraska Partnership Act 
specifically permits limited partners to exercise voting rights 
necessary to permit Applicant to comply with the Act. 


As a limited partnership, Applicant will have two classes of 
partners: general partners and limited partners (collectively 
“partners’). The entire interest of the partners will be 
represented by Shares each of which will have equal rights 
and equal rights and equal participation in the profits and 
losses of Applicant, one vote per share on all matters voted 
upon by partners, and, when held by limited partners, be 
redeemable. 


At the present time, Applicant has one corporate and two in- 
dividual general partners, all of whom are interested persons 
of Applicant for reasons other than because they are general 
partners of Applicant. Prior to the public offering of its 
Shares, the number of general partners will be increased to 
six: one corporate general partner, Fidelity Management & 
Research Company, Applicant's investment adviser, and five 
individual general partners (the ‘director general partners”), 
three of whom will not be interested persons of Applicant 
except by reason of their interest as general partners. The 
Partnership Agreement provides that Applicant will be 
managed by the director general partners and that the cor- 
porate general partner will be permitted to participate in the 
management of Applicant only in the event that no director 
general partner remains to elect to continue business and 
then only for the limited period of time (not to exceed 60 
days) necessary to convene a meeting of the limited partners 
for the purpose of making such election. 


Applicant asserts that the director general partners will per- 
form the same functions as directors of incorporated invest- 
ment companies. Director general partners will each have 
one vote and shall act only by majority vote of the director 
general partners at a duly called meeting or by unanimous 
written or telephonic consent without a meeting, unless 
otherwise required by the Act. The director general partners 
will appoint one director general partner to be managing 
director general partner. The managing director general 
partner will preside at all meetings of the director general 
partners and will be responsible for the execution of policies 
established by the director general partners and the ad- 
ministration of Applicant. The director general partners may, 
subject to the Act, appoint agents to perform duties on 
behalf of Applicant. 


The director general partners will call a meeting of the 
partners within 180 days after the first sale of Shares to the 
public and thereafter in each succeeding year for the pur- 
pose, among other things, of voting upon the election of 
director general partners. A director general partner may 
retire by giving not less than 180 days’ written notice to the 
other general partners, and will be removed as a director 
general partner if the partners fail to reelect him. The cor- 
porate general partner may not resign without giving at least 
two years’ written notice, except that it may resign if a 
successor corporate general partner is appointed by the 
director general partners. If at any time the number of direc- 
tor general partners is reduced to less than three, the 
remaining director general partners shall, within 120 days, 
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call a meeting of the partners for the purpose of electing an 
additional director general partner or partners so as to 
restore the number of director general partners to at least 
three. 


Applicant understands that, under its current rulings policy, 
the IRS would not issue the ruling which Applicant has re- 
quested with respect to the classification of Applicant as a 
partnership and not an association taxable as a corporation 
unless the general partners of Applicant maintain, in the 
aggregate, an interest of at least 1% in each material item of 
partnership income, gain, loss, deduction, and credit. In 
order to meet this condition, the Partnership Agreement 
provides that the general partners, as such, shall be 
obligated to purchase Shares to the extent necessary to 
enable the general partners to maintain, in the aggregate, 
such a 1% interest during the existence of the partnership. 
Each Share held by a general partner shall be unassignable, 
except to another general partner with the consent of the 
director general partners, and shall be redeemable by Appli- 
cant only in the event that the holder thereof has ceased to 
be a general partner or, in the opinion of counsel to Appli- 
cant, redemption of such shares would not jeopardize the 
status of Applicant as a partnership for Federal income tax 
purposes. 


A purchaser or assignee of Shares, who has not previously 
qualified as a limited partner, will be promptly admitted as a 
limited partner by, and. upon the consent of, the director 
general partners upon the receipt of a signed partnership 
authorization, including a power of attorney, and the filing of 
an appropriate amendment to the Partnership Agreement. 
The director general partners will give such consent as a 
matter of course upon the submission of the necessary 
documents. Amendments to the Partnership Agreement will 
be processed no less frequently than weekly, and will be 
processed daily when necessary. Until such time as a 
purchaser or assignee of Shares becomes a limited partner, 
he will not be entitled to receive distributions, make 
withdrawals, vote his Shares, or exercise other rights of a 
limited partner. In such a situation, income distributions 
allocable to Shares which have been purchased or assigned 
will be reinvested in Shares pending receipt of the 
r -rtnership authorization. A limited partner will not be en- 
...2d to take part in the control of Applicant's business, but 
each Share will carry one vote on all matters to be voted 
upon by partners. 


Applicant undertakes that, prior to the initial public offering 
of Shares, it will be added as a named assured in certain 
stock brokers blanket bonds and in certain errors and 
omissions insurance policies. Applicant states that it will not 
voluntarily cancel such insurance 


Section 2(a)(19) 


Section 10(a) of the Act provides that no registered invest- 
ment company shall have a board of directors more than 60 
percent of the members of which are persons who are in- 
terested persons of such registered company. Section 
2(a)(12) of the Act defines ‘‘director’’ to include any director 
of a corporation or any person performing similar functions 
with respect to any organization, whether incorporated or 
unincorporated. 


Section 2(a)(19)(A) of the Act provides, in pertinent part, 
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that an ‘interested person” of another person, when the 
other person is an investment company, means (1) any af- 
filiated person of such company and (2) any interested per- 
son of any investment adviser for such company. Section 
2(a)(19)(B) of the Act provides, in part, that an “interested 
person” of another person, when the other person is an in- 
vestment adviser for any investment company, means any 
affiliated person of such investment adviser. Section 
2(a)(3)(D) provides, in part, that an ‘‘affiliated person’ of 
another means any partner or copartner of such person. 


Applicant currently has two individual general partners, both 
of whom are interested persons of Applicant, and a cor- 
porate general partner, the Adviser. Applicant proposes to 
add three additional director-general partners, each of whom 
presently serves as a non-interested director of other invest- 
ment companies advised by the Adviser. Applicant states 
that such persons, upon becoming director-general partners, 
would become pariners in Applicant and co-partners of the 
Adviser and thus both interested persons and affiliates of the 
Adviser and Applicant. 


Applicant submits that such a finding would conflict with the 
intention of Section 2(a)(19) of the Act which provides that 
“No person shall be deemed to be an interested person of an 
investment company solely by reason of his being a member 
of its board of directors...”. Applicant asserts that the 
relationship of the director general partners to Applicant is 
essentially identical to the relationship of directors to a cor- 
porate investment company. To resolve this conflict and 
assure compliance with the provisions of Section 10(a) of 
the Act by Applicant and those investment companies on 
whose boards the above non-interested directors serve, 
Applicant requests an order, pursuant to Section 6(c) of the 
Act, exempting it and its general partners from the 
provisions of Section 2(a)(19) of the Act which would make 
the general partners interested persons of any other person 
solely because they are general partners of Applicant or co- 
partners in Applicant of general partners who are otherwise 
interested persons of Applicants. 


Section 2(a}(3) 


Section 2(a)(3)(D) of the Act defines an “affiliated person” 
of another person as ‘any... partner of such other person.” 
Investors in Applicant will become limited partners and 
thereby may be deemed affiliated persons of Applicant. 
Applicant submits that such limited partners are equivalent 
to shareholders of an investment company organized as a 
corporation. Applicant states that the extension of ‘‘affiliated 
person” status to Applicant's limited partners creates the 
possibility of violation of the Act and renders meaningless 
those provisions of Sections 2(a)(3)(A) and (B) of the Act 
that require a certain minimum percentage ownership before 
a shareholder is considered an affiliated person. 


Applicant therefore requests an order, pursuant to Section 
6(c) of the Act, exempting from the definition of ‘‘affiliated 
person” any person who would come within the definition 
solely by virtue of being a limited partner of Applicant. The 
exemption would not apply to any limited partner who is an 
“affiliated person” of Applicant by any other reason such as 
ownership of 5% or more of the Shares of Applicant. 
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Section 18(f) 


Section 67-223 of the Nebraska Partnership Act provides 
that limited partners shall be entitled to priority over general 
partners in distributions after dissolution. Applicant has been 
advised by its Nebraska counsel that modifications of such 
priority is permissible. Applicant has modified such priorities 
in its Partnership Agreement so that distributions after dis- 
solution will be made pro-rata among the holders of Shares 
in proportion to the number of Shares held. 


Section 18(f)(1) of the Act provides, in pertinent part, that it 
shall be unlawful for any registered open-end company to 
issue any class of senior security or to sell any senior securi- 
ty of which it is the issuer. Section 18(g) of the Act defines 
“senior security” to mean, in pertinent part, any stock of a 
class having priority over any other class as to distribution of 
assets or payment of dividends. 


It is Applicant’s position that all of its securities, i.e., its 
Shares, are of one class, since, under the Partnership Agree- 
ment, they are entitled to participate ratably in profits and 
upon dissolution. To the extent that the Nebraska Act re- 
quires payments to limited partners, upon dissolution, to be 
made before payments to general partners, such ‘‘priority”’ 
derives from an individual's status as a general or limited 
partner, not from the terms of the security itself. It is not 
Applicant’s intention to create priorities in either class of 
partner. To the extent that priorities may exist in order of 
payment upon dissolution, such priorities derive from the 
partner's status under Nebraska law. 


If a “senior security’’ is deemed to exist under Section 18, 
Applicant asserts that such securities are clearly the Shares 
held by limited partners. Applicant asserts that Section 
18(f)(1) clearly was not intended to apply to this situation. 
Applicant believes that the beneficiaries of any priorities that 
may exist are the members of the public who become 
limited partners. 


Applicant, therefore, requests an order of exemption, pur- 
suant to Section 6(c) of the Act, from the provisions of Sec- 
tion 18(f)(1) of the Act to the extent necessary to permit it to 
issue Shares to limited partners that may be deemed ‘‘senior 
securities’ within the meaning of Section 18(g) of the Act. 


Section 22(e) 


Section 22(e) of the Act provides, in pertinent part, that no 
registered investment company shall suspend the date of 
redemption or postpone the date of payment or satisfaction 
upon redemption of any redeemable security in accordance 
with its terms for more than seven days after tender of such 
security. Section 47(b) of the Investment Company Act 
provides, in part, that every contract the performance of 
which involves the violation of, or the continuance of any 
relationship or practice in violation of, any provision of the 
Act or any rule, regulation or order thereunder shall be void. 


As noted above, Applicant's general partners are obligated, 
by the Partnership Agreement, to purchase and maintain a 
minimum of 1% of Applicant's outstanding Shares. The 
Partnership Agreement further provides that Shares held by 
general partners shall be redeemable only if the holder has 
ceased to be a general partner or, in the opinion of counsel 
to Applicant, redemption of shares held by a general partner 


would not jeopardize the status of Applicant as a partnership 
for Federal income tax purposes. Applicant submits that the 
restriction on redeemability of Shares held by general 
partners is similar to the commitment of the original sub- 
scribers to the shares of a corporate investment company 
that they are taking the shares with an investment intent. 
Applicant submits that this restriction would not adversely 
affect, but, rather, would benefit Applicant's public investors. 
To the extent that a general partner could tender shares in 
violation of this provision of the Partnership Agreement and 
allege, upon so doing, that the provision was in contraven- 
tion of Section 22(e) of the Act and therefore void under 
Section 47(b) of the Act, Applicant requests an exemption, 
pursuant to Section 6(c) of the Act, from Section 22(e). This 
would permit Applicant to obtain enforcement of this provi- 
sion in the event of its violation. 


Section 6(c) of the Act provides, in part, that the Commis- 
sion may conditionally or unconditionally exempt any per- 
son, security, or transaction, or any class or classes of per- 
sons, securities, or transactions from any provisions of the 
Act or any rule or regulation under the Act, if and to the ex- 
tent such exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. Applicant submits that the requested exemptions 
are necessary and appropriate in the public interest and con- 
sistent with the protection of investors and the purposes of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 24, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission shali order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicant at the address stated above. Proof 
of such service (by affidavit, or in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with the re- 
quest. As provided by Rule O-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders. issued in this 
matter, including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9270/April 29, 1976 


In the Matter of 
AMERICAN GENERAL LIFE INSURANCE COMPANY 
and 


AMERICAN GENERAL LIFE INSURANCE COMPANY 
SEPARATE ACCOUNT B 


2727 Allen Parkway 
Houston, Texas 77019 


(811-2472) 


NOTICE OF APPLICATION PURSUANT TO SECTION 8(f) 
OF THE ACT FOR AN ORDER DECLARING THAT THE 
SEPARATE ACCOUNT HAS CEASED TO BE AN 
INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that American General Life In- 
surance Company (the ‘‘Company’’), a Texas stock life in- 
surance company, and American General Life Insurance 
Company Separate Account B (the ‘Separate Account’) a 
separate account of the Company registered as a unit invest- 
ment trust under the Investment Company Act of 1940 
(“Act”) (collectively referred to as “Applicants’’), filed an 
application on January 8, 1976 and an amendment thereto 
on April 7, 1976 pursuant to Section 8(f) of the Act for an 
order of the Commission declaring that the Separate Ac- 
count has ceased to be an investment company as defined in 
the Act. All interested persons are referred to the application 
on file with the Commission for a statement of the represen- 
tations contained therein which are summarized below. 


The Separate Account was established on November 19, 
1973, pursuant to Texas law, as the facility for issuing single 
and periodic payment deferred, and single payment im- 
mediate, variable annuity contracts (the ‘“Contracts’). The 
Separate Account was registered under the Act by filing a 
Form N-8A Notification of Registration on or about April 9, 
1974. A Registration Statement on Form N-8B-2 under the 
Act and a Registration Statement on Form S-6 under the 
Securities Act of 1933 covering the Contracts were filed 
with the Commission on May 13, 1974. Sale of the Con- 
tracts has never been approved by the Texas State Board of 
Insurance and the Company has determined not to proceed 
with a proposed public offering of the Contracts. The 
Separate Account has no liabilities or obligations to the 
Company (the Company having withdrawn its original 
capitalization of the Separate Account) or to any other party, 
and is not making and does not propose to make any public 
offering of the Contracts. 


Section 3(c)(1) of the Act excepts from the definition of 
“investment company” any issuer whose outstanding 
securities are beneficially owned by not more than 100 per- 
sons and which is not making and does not presently 
propose to make a public offering of its securities. 


Section 8(f) of the Act provides, in pertinent part, that when 
the Commission, upon application, finds that a registered in- 
vestment company has ceased to be an investment com- 
pany, it shall so declare by order, and upon the taking effect 
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of such order the registration of such company shall cease to 
be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 24, 1976 at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact or 
law proposed to te controverted, or he may request that he 
be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicant at the address stated above. Proof 
of service (by affidavit or in the case of an attorney at law by 
certificate) shall be filed contemporaneously with the re- 
quest. As provided by Rule O-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following May 24, 
1976 unless the Commission orders a hearing upon request 
or upon the Commission’s own motion. Persons who re- 
quest a hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this matter in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9271/April 29, 1976 


In the Matter of 


AMERICAN GENERAL LIFE INSURANCE COMPANY 
OF NEW YORK 


and 


AMERICAN GENERAL LIFE INSURANCE COMPANY 
OF NEW YORK 

SEPARATE ACCOUNT C 

90 Presidential Plaza 

Syracuse, New York 13202 


(811-2510) 


NOTICE OF APPLICATION PURSUANT TO SECTION 8(f) 
OF THE ACT FOR AN ORDER DECLARING THAT 
SEPARATE ACCOUNT C HAS CEASED TO BE AN 
INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that American General Life In- 
surance Company of New York (the ““Company’’), a stock life 
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insurance company incorporated under New York law, and 
American General Life Insurance Company of New York 
Separate Account C ("Separate Account C”) a unit invest- 
ment trust registered under the Investment Company Act of 
1940 (‘Act’) (collectively referred to as ‘‘Applicants’’) filed 
an application on February 9, 1976 pursuant to Section 8(f) 
of the Act for an order of the Commission declaring that 
Separate Account C has ceased to be an investment com- 
pany as defined in the Act. All interested persons are 
referred to the application on file with the Commission for a 
statement of the representations contained therein which 
are summarized below. 


Applicants assert that Separate Account C was registered 
under the Act by filing a Form N-8A Notification of Registra- 
tion on August 8, 1974. A Registration Statement on Form 
N-8B-2 under the Act and a Registration Statement on 
Form S-6 under the Securities Act of 1933 covering 
Separate Account C’s contracts were filed with the Commis- 
sion on September 3, 1974. Sale of the contracts has never 
been approved by the New York State Insurance Depart- 
ment and the Company has determined not to proceed with 
a proposed public offering of the contracts. The Separate 
Account has no liabilities or obligations to the Company (the 
Company having withdrawn its original capitalization of the 
Separate Account) or to any other party, and is not making 
and does not propose to make any public offering of the 
Contracts. 


Section 3(c)(1) of the Act excludes from the definition of in- 
vestment company any issuer whose outstanding securities 
are beneficially owned by not more than 100 persons, and 
which is not making and does not presently propose to make 
a public offering of its securities. 


Section 8(f) of the Act provides, in pertinent part, that when 
the Commission, upon application, finds that a registered in- 
vestment company has ceased to be an investment com- 
pany, it shall so declare by order, and upon the taking effect 
of such order the registration of such company shall cease to 
be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 24, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact or 
law proposed to be controverted, or he may request that he 
be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicant at the address stated above. Proof 
of such service (by affidavit or in the case of an attorney at 
law by certificate) shall be filed contemporaneously with the 
request. As provided by Rule O-5 of the Rules and 
Regulations promulgated under the Act, an order disposing 
of the application will be issued as of course following May 
24, 1976, unless the Commission orders a hearing upon 
request or upon the Commission’s own motion. Persons 
who request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in this 
matter including the date of the hearing (if ordered) and any 
postponements hereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 7366/April 23, 1976 


SEC v. Cosmopolitan Investors Funding Co., et al. 
(M.D.Pa. Civil Action No. 75-666) 


The SEC announced the entry on April 16, 1976 in the 
United States District Court for the Middle District of Penn- 
sylvania of a Final Judgment of Permanent Injunction and 
Ancillary Relief against Robert R. Nelson. Nelson consented 
to the entry of the judgment without admitting or denying 
the allegations of the Commission’s complaint. The judg- 
ment against Nelson permanently enjoins him from further 
violating the anti-fraud, reporting and proxy provisions of the 
Exchange Act. By the terms of the judgment Nelson is 
ordered to pay to the Court the sum of $10,000 and, in addi- 
tion, Nelson is prohibited from assuming a position as either 
an officer or director of any public company except upon a 
showing satisfactory to the Court that measures have been 
taken to prevent the conduct alleged in the Commission's 
complaint or conduct of similar object or purport. 


The complaint in this action was filed on June 6, 1975 and 
charged Nelson, Cosmopolitan Investors Funding Co., 
Robert J. DiStefano, Ramon N. D'Onofrio, Alfred P. Herbert, 
Herbert & D'Onofrio A.G., Ernst Ballmer and Bank Hofmann 
A.G. with violations of the securities laws. Judgments of 
permanent injunction by consent have previously been 
entered in this matter against Cosmopolitan, D'Onofrio and 
Herbert & D'Onofrio A.G. 


For further details see Litigation Release No. 6927. 





Litigation Release No. 7367/April 23, 1976 


SEC v. International Scanning Devices, Inc., et al., Civil 74- 
351 (W.D.N.Y.) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission, an- 
nounced that United States District Judge John T. Curtin, 
Buffalo, New York, has appointed Richard Southard, Esq., 
Harris and Southard, 300 Bewley Building, Lockport, New 
York 14094 (716-433-6794), as Substitute Receiver for 
International Scanning Devices, Inc. (‘ISD’), replacing 
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William H. Gardner, Esq. of Buffalo, New York and John Orr. 
Messrs. Gardner and Orr had been appointed as co-receivers 
for ISD by Judge Curtin on November 1, 1974 after a hear- 
ing, and by a Canadian judge on November 14, 1974, in 
connection with private litigation in Ontario involving ISD. 


Although ISD is incorporated in Delaware, most of its assets 
are located in Fort Erie, Ontario, Canada. The order appoint- 
ing the Substitute Receiver expressly states that it is to 
have extrateritorial effect, as did the order which appointed 
Messrs. Gardner and Orr as co-receivers. The order appoint- 
ing the Substitute Receiver states that it is to take effect 
upon the resignation or removal of Messrs. Gardner and Orr 
as co-receivers for |SD pursuant to an order to be issued by 
the Canadian court. 


Please refer to Litigation Releases Nos. 5608, 5731, 6445, 
6510, 6601, and 6714, and Securities Exchange Act 
Release Nos. 10457, 10827, and 10931. 





Litigation Release No. 7368/April 23, 1976 


SEC v. THE SEABOARD CORPORATION, ET AL. 
C.A. No. 74-567 MML (C.D. CAL.) 


The Securities and Exchange Commission today announced 
that the Honorable Malcolm M. Lucas, U.S. District Judge in 
Los Angeles, California, issued a Final Judgment of Perma- 
nent Injunction enjoining Steinhardt, Fine, Berkowitz & Co. 
(“SFB & Co."), a private investment partnership located in 
New York City, from engaging in specified activities, which 
constitute violations of the antifraud provisions of the federal 
securities laws. Judge Lucas also entered a Final Order 
prohibiting Michael H. Steinhardt (‘Steinhardt’), a general 
partner of SFB & Co., from engaging in the same activities. 
Both SFB & Co. and Steinhardt consented to the Court's ac- 
tion without admitting or denying the allegations of the 
Commission's complaint, which was filed on March 5, 1974. 
The complaint resulted from the Commission's investigation 
into a scheme to manipulate the market price of the stock of 
the Seaboard Corporation, located in Beverly Hills, Califor- 
nia, in connection with a public offering in January, 1970, of 
over one million shares of Seaboard securities and warrants. 


Judge Lucas also ordered SFB & Co. to adopt, implement 
and maintain certain policies and procedures relating to its 
trading activities designed to prevent the conduct and prac- 
tices proscribed by the Final Judgment. Steinhardt was 
ordered to comply fully with the poiicies and procedures to 
be established by SFB & Co. 


The permanent injunction as to SFB & Co., and the Final 
Order as to Steinhardt, prohibit SFB & Co. and Steinhardt 
from engaging in the following activities: 


(1) the purchase or sale of any security which is the 
subject of a distribution (a) where such purchase or 
sale is made for the purpose of raising, maintaining or 
depressing the price of such security; (b) where the 
purchase or sale is made pursuant to a prior agree- 
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ment or understanding that the purchaser or seller is 
to be protected against loss or guaranteed a profit in 
connection with the transaction; or (c) is acting at the 
request or upon the recommendation of and person 
who is a participant in the distribution, except as per- 
mitted by Rules 10b-6 and 10b-7 under the Exchange 
Act; 


(2) the purchase of any security from a broker-dealer 
pursuant to an understanding that such security will 
be repurchased by the broker-dealer, and when the 
purchase is made for the purpose of assisting the 
broker-dealer in giving the appearance of substantially 
improving its net capital position for purposes of Sec- 
tion 15(c) of the Exchange Act and Rule 15c3-1 
thereunder; or 


(3) the making of any untrue statement of material 
fact or the ommission to state a material fact in con- 
nection with the purchase or sale of any security 
which is the subject of a distribution. 


For further information, see Litigation Release No. 6269 
(March 5, 1974). 





Litigation Release No. 7369/April 23, 1976 


SEC v. TDA Industries, Inc., et al., 
75 Civil 4519 (LWP) (S.D.N.Y.) 


William D. Moran, Administrator of the New York Regional 
Office, announced that on January 28, 1976, the Honorable 
Lawrence W. Pierce, United States District Judge for the 
Southern District of New York, signed a Final Judgment of 
Permanent Injunction and Order of Ancillary Relief, upon the 
consent of the defendants, enjoining Douglas P. Fields 
(‘Fields’), Frederick M. Friedman (‘Friedman’), and Peter S. 
Davis (‘‘Davis’’) from violating (1) Sections 10(b), 13(a), and 
14(a) of the Securities Exchange Act of 1934 (‘‘Exchange 
Act’) and Rules 10b-5, 13a-1, 13a-11, 14a-3, and 14a-9 
thereunder, and (2) Sections 5(a) and 5(c) of the Securities 
Act of 1933. In addition, Fields and Friedman were also en- 
joined from violating Section 16(a) of the Exchange Act and 
Rule 16a-1 thereunder. 


On February 9, 1976 and February 17, 1976, respectively, 
Westcalind Corp. (‘‘Westcalind”’) and TDA Industries, inc. 
(“TDA”), were permanently enjoined, upon consent, from 
violating Sections 13(a) and 14(a) of the Exchange Act and 
Rules 13a-1, 13a-11, 14a-3, and 14a-9 thereunder. 


On January 9, 1976, Judge Pierce signed a Final Judgment 
of Permanent Injunction and Order of Ancillary Relief enjoin- 
ing Alan E. Sandberg ("Sandberg’’) from violating Section 
10(b) of the Exchange Act and Rule 10b-5 thereunder. 


On February 13, 1976, the court signed a Final Judgment of 
Permanent Injunction and Order of Ancillary Relief enjoining 
Eric Berge (“Berge”) from violating Sections 10(b), 13(a), 
and 14(a) of the Exchange Act and Rules 10b-5, 13a-1, 
13a-11, 14a-3, and 14a-9 thereunder. 
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The Commission's Complaint had alleged that a sham 
finder’s fee of $50,000 was paid by Westcalind, in 1971, 
and a sham finder's fee of $100,000 was paid by TDA, in 
1973, in connection with certain acquisitions by these com- 
panies, to a nominee of Fields, Friedman, and Davis. In addi- 
tion, after these payments were made, 70% of each fee was 
to be kicked back to certain of these defendants. 


The Complaint further alleged that in 1971, Fields, Fried- 
man, and Davis purchased, through the same nominee, a 
large block of TDA stock (which stock was not freely 
tradeable), at a price substantially below the prevailing 
market price. Immediately thereafter, Fields, Friedman, and 
Davis caused these shares to be ‘freed up’ and the nominee 
sold these shares to members of the investing public, 
through various broker-dealers, for a profiting exceeding 
$400,000, of which $284,375 was to be remitted to Fields, 
Friedman, and Davis, and the balance to be equally divided 
among certain other persons associated with the nominee. 


The final judgments referred to above also provide for an- 
cillary relief, as follows: 


(a) TDA will appoint five additional directors and 
Westcalind will appoint two additional directors to 
their boards of directors, for a two-year term; 


(b) TDA and Westcalind will both appoint new chief 
executive officers for two-year terms. (On March 18, 
1976, the appointments of Edward A. Lampert and 
Gerald Gelles as new chief executive officers of TDA 
and Westcalind, respectively, were approved by Judge 
Pierce); 


(c) Fields and Friedman were removed as directors of 
TDA and Westcalind for a two-year period, and they 
were ordered to disgorge $50,000 to Westcalind; 


(d) Fields, Friedman, and Davis will disgorge $435,- 
000 to TDA over a two-year period, and will post 
collateral satisfactory to the Commission to secure 
their payments; 


(e) Fields and Friedman are prohibited from voting, for 
a two-year period, any securities of TDA or Westcalind 
owned or controlled by them; 


(f) Berge was removed as an officer and director of 
TDA and Westcalind, and their subsidiaries, affiliates, 
and successors, for a two-year period; and 


(g) Sandberg will return to TDA 28,000 common 
shares of TDA. 


All of the defendants consented, without admitting or deny- 
ing the allegations in the Commission's Complaint, to the 
entry of the above Final Judgments of Permanent Injunction 
and Orders of Ancillary Relief. 


For more information, see Litigation Release No. 7088. 





Litigation Release No. 7370/April 23, 1976 


SEC v. SHELDON G. ERICKSON, ET AL. 
(D.D.C. Civil Action No. 76-0652) 


Paul F. Leonard, Administrator of the Washington Regional 
Office, announced that on April 20, 1976, a Complaint was 
filed in the United States District Court for the District of 
Columbia seeking a permanent injunction against Sheldon 
G. Erickson (“Erickson”), and Viking Ventures, Inc. (‘“VVI"), 
both of Bethesda, Maryland, from further violations of the 
securities registration and anti-fraud provisions of the 
federal securities laws. The Complaint alleges that the 
defendants violated the said provisions in connection with 
their offer and sale of approximately $600,000 worth of the 
common stock of VVI. 


Misrepresentations and omissions alleged in the Complaint, 
among other things, concern prospective price increases for 
VVI common stock, the listing of VVI common stock on a 
stock exchange, VVI's prospects for obtaining institutional 
financing, the value of assets owned by VVI and VVI's lack of 
proper books, records, and record keeping procedures. 





Litigation Release No. 7371/April 26, 1976 


SEC v. John C. Doyle, et al. 
(U.S. District Court for the Southern District of New York) 


The Securities and Exchange Commission announced that 
on April 26, 1976 a complaint was filed in the United States 
District Court for the Southern District of New York seeking 
to enjoin John C. Doyle, Robert K. Glass, Albert A. Furst, 
Kiely Daniel Landrigan, Hubert Ducharme, Union Trust Cor- 
poration, Guardian Management, S.A., Securities & Real 
Estate Holding Co. (Overseas) Ltd., and Parsons & Landrigan 
Ltd. from engaging in further violations of Section 9(a) and 
10(b) of the Securities Exchange Act of 1934 and Rule 10b- 
5 thereunder. 


The Commission also announced that the suspension of 
trading in the securities of Canadian Javelin Limited will 
continue through May 2, 1976. The securities of Canadian 
Javelin Limited were initially suspended on April 29, 1975 
after a public disclosure of an investigation by Canadian 
authorities into an alleged manipulation of Canadian 
Javelin's common stock on Canadian stock exchanges. 


The Commission's complaint alleges that during 1975 the 
defendants engaged in a scheme to manipulate the common 
stock of Canadian Javelin on the American Stock Exchange 
and two Canadian stock exchanges. The scheme is alleged 
to involve a series of transactions wherein the defendants 
purchased and sold large quantities of Canadian Javelin 
stock in order to create an illusion of widespread and bona 
fide buying interest in Canadian Javelin. It is alleged that, in 
fact, these transactions were matched orders and wash 
sales. involving no change in the beneficial ownership and 
were designed to artificially increase and maintain the price 
of Canadian Javelin stock. 
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Litigation Release No. 7372/April 26, 1976 


SEC v. LOUIS BOURGUIGNON (D. New Mexico, Civil Ac- 
tion No. 76-232-M) 


Robert H. Davenport, Administrator of the Denver Regional 
Office of the Securities and Exchange Commission, today 
announced the filing of a civil complaint in the Federal 
District Court, for the District of New Mexico, Albuquerque, 
New Mexico, on April 15, 1976, seeking to enjoin Louis 
Bourguignon of Albuquerque, New Mexico from violating 
the registration and antifraud provisions of the federal 
securities laws. 


The complaint alleges, among other things, that the defen- 
dant made a fraudulent, unregistered offering of the follow- 
ing securities: common stock, pre-incorporation interests 
and participations in profit sharing agreements of Lobo 
Holding Corporation, a New Mexico corporation; instrument 
contracts in the form of allotments of land under the Desert 
Entry Act; common stock of Santa Fe Mortgage, an Arizona 
corporation; and the common stock of Nezona, Inc., an 
Arizona corporation. 





Litigation Release No. 7373/April 27, 1976 


S.E.C. v. HIGH VALLEY INVESTMENTS, INC. et al. 
(D. Mont. Missoula Div. CV-76-39-M) 


Jack H. Bookey, Regional Administrator of the Seattle 
Regional Office of the Securities and Exchange Commission, 
announced today that a complaint was filed in the United 
States District Court at Missoula, Montana on April 8, 1976 
seeking an injunction against High Valley Investments, Inc. 
(High Valley) a Nevada corporation, Charles von Goerken 
(von Goerken) of Saint Ignatius, Montana and Robert A. 
Wagner (Wagner) of Phoenix, Arizona to enjoin them from 
further violations of the registration and anti-fraud provisions 
of the federal security laws. 


The complaint alleges that the defendants sold securities to 
the public in the form of fractional undivided interests in oil 
and gas leases and investment contracts without complying 
with the registration provisions of the Securities Act of 
1933. It is also alleged that the sales were made through 
the use of false statements of material facts and omissions 
to state material facts concerning, among other things, risk 
of loss in a leasehold investment, potential return on the in- 
vestment, ownership of the leases and use of investor funds, 
all in violation of the anti-fraud provisions of the federal 
securities laws. 





Litigation Release No. 7374/April 27, 1976 
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William J. Baxley, Attorney General of Alabama, Thomas L. 
Krebbs, Director of the Alabama Securities Commission, and 
Jule B. Greene, Administrator of the Atlanta Regional Office 
of the Securities and Exchange Commission, announced that 
on March 29, 1976, the Lamar County, Alabama Grand Jury 
returned indictments charging Ernest C. McAlister and 
Quenton S. Hightower, of Huntsville, Alabama, Geraldine 
Steen, Charles J. Steen and Joseph J. Rostan, Jr., of 
Jackson, Mississippi, and Prentice Sanders, of Vernon, 


_ Alabama, with willfully and unlawfully selling promissory 


notes of National Accounts Service Association, Inc. in 
violation of the antifraud provisions of the Alabama 
Securities Act. 





Litigation Release No. 7375/April 27, 1976 


SEC v. WILLIAM L. WONG, ETAL. (District of Hawaii, Civil 
Action No. 76-0092) 


Gerald E. Boltz, Administrator of the Los Angeles Regional 
Office, announced that on March 12, 1976, a civil action 
was filed by the Commission in the United States District 
Court, Honolulu, Hawaii, seeking permanent injunctions 
against William L. Wong, individually and doing business as 
Aloha Securities Investment Company, and Aloha Securities 
Co., Inc., to restrain them from further violations of the 
securities broker-dealer registration requirements set forth in 
Section 15(a) of the Securities Exchange Act of 1934, as 
amended. 


The Commission's complaint alleged, among other things 
that the defendant William L. Wong, d/b/a/ Aloha Securities 
Investment Company, had engaged in the business of acting 
as a broker and dealer in securities from at least January 1, 
1975 to date, and that the defendant Aloha Securities Co., 
Inc. had continued to engage in the securities business after 
withdrawing its registration as a broker and dealer with the 
Commission on February 2, 1975. 





Litigation Release No. 7376/April 27, 1976 


S.E.C. v. Robert E. Cloud 
(D. Nevada, Reno Div., Civ. Action No. R75-189) 


Gerald E. Boltz, Administrator, Los Angeles Regional Office, 
and Leonard H. Rossen, Associate Administrator, San Fran- 
cisco Branch Office of the Securities and Exchange Commis- 
sion, announced that on April 14, 1976, following a hearing, 
the Honorable Bruce R. Thompson, United States District 
Judge for the United States District Court of Nevada at 
Reno, granted the Commission's motion for preliminary in- 
junction prohibiting Robert E. Cloud (“Cloud”) from violating 
the provisions of Sections 5(a) and 5(c) of the Securities Act 
of 1933 in connection with the offer, sale, and purchase of 
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the securities of Wildhorse Mining Property (‘‘Wildhorse”’), 
or any other security. 


The Commission, in its complaint filed October 9, 1975, 
alleged, among other things, that Cloud sold fractional un- 
divided interest in the mineral rights of Wildhorse, a pur- 
ported gold mine, at a time when no registration statement 
for such securities was filed or in effect. 


For additional information, see Litigation Release No. 7121. 





Litigation Release No. 7377/April 27, 1976 


SEC. v. AMERICAN COMMODITY EXCHANGE, INC. ET AL 
(W/D Okla.) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that on April 2, 1976, Federal District Judge 
Stephen S. Chandler, at Oklahoma City, Oklahoma, entered 
an Order of Permanent Injunction by summary judgment 
against John R. Seelye of Oklahoma City. The Order enjoins 
Seelye from further violations of the anti-fraud provisions of 
the federal securities laws. 


The Commission's complaint filed May 27, 1975, alleged 
that defendant Seelye made misrepresentations in material 
facts in connection with the offer, purchase, and sale of in- 
vestment contract securities in the form of purported options 
on commodity futures contracts issued by American Com- 
modity Exchange Inc., Oklahoma City. Such misrepresen- 
tations included statements as to the use of proceeds from 
the sale of securities, the source of funds paid to investors as 
profits, and the source of securities being issued to in- 
vestors. 


For further information, see Litigation Release No. 6931 





Litigation Release No. 7378/April 29, 1976 
SEC v. Weston International Corporation, et al. 


USDC DC. 
Civil Action No. 75-1878 


Paul F. Leonard, Administrator of the Washington Regional 
Office announced that on April 6, 1976, the Honorable June 
L. Green, United States District Judge for the District of 
Columbia ordered that over one million dollars in restitution 
must be paid by the Panorama Group, Inc. (‘Panorama’), its 
president, Williston H. Clover (‘Clover’), both located in 
Washington, D.C., and eight Panorama affiliated companies, 
Panorama of Greater Washington, Inc., Panorama Inter- 
national, Ltd., Panorama Properties, Inc., Panorama Resort 


U.S. GOVERNMENT PRINTING OFFICE:1976 211-094/44 1-3 


Management, Inc., all of Virginia, Sancho Panza, a Texas 
limited partnership, Tip Tree Corporation of New York World 
Conferences, Inc. and Meetings and Reservations Inter- 
national, Inc., both of Washington, D.C. The court also 
ordered the freezing of Clover’s personal assets and of all 
corporate assets except for the purpose of complying with 
the court's restitution order. The court further imposed finan- 
cial reporting requirements upon the above defendants. 


Earlier, on March 29, 1976, Judge Green entered Final 
Judgments of Permanent Injunction against Weston Inter- 
national Corporation, and its Board of Directors, Ralph G. 
Blasey, Jr., Glen R. Johnson and William H.G. FitzGerald and 
against Duane J. Novosedliak, Treasurer of Panorama, all of 
Rockville, Maryland. All of the aforementioned defendants 
consented to Final Judgments of Permanent Injunction 
without admitting or denying the allegations of the Com- 
mission’s Complaint. 


The Final Judgments of Permanent Injunction enjoins all of 
the consenting defendants from further violating the an- 
tifraud provision of the Securities Exchange Act of 1934 
(“Exchange Act”), and additionally enjoins Weston and its 
Board from further violating the reporting requirements of 
the Exchange Act. 


For further information see Litigation Release No. 7179. 


S.E.C. v. POLARIS MINING COMPANY, ET AL., U.S.D.C. 
COLORADO, CIVIL ACTION NO. 75-W-695) 





Litigation Release No. 7379/April 29, 1976 


Robert H. Davenport, Administrator of the Denver Regional 
Office of the U.S. Securities and Exchange Commission, an- 
nounced today that Judge Fred M. Winner of the U.S. 
District Court for the District of Colorado, signed Final 
Judgments of Permanent Injunction Against Jack D. Hill of 
Haxtun, Colorado, and A. Richard Brown of Salt Lake City, 
Utah. The judgments entered on April 8 and 14, 1976, 
respectively, permanently enjoined the defendants, Hill and 
Brown, from violating the registration provisions of the 
Securities Act of 1933, in connection with the offer for sale 
and sale of the common stock of Polaris Mining Company or 
any other securities of any issuer. 


The judgments were entered against defendants Hill and 
Brown after they consented to the entry of the injunctions 
without admitting or denying the allegations of the com- 
plaint. 


The complaint, filed in the U.S. District Court for the District 
of Colorado, alleged violations by the defendants of the 
registration provisions of the Securities Act of 1933. 


For further information see Litigation Release No. 6965. 
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